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PROCEEDINGS
(9:33 a.m.)
CHAIRMAN CMAS: Good morning. Today, we continue
hearings to receive the testimony of Postal Service
witnesses in support of Docker No. R2005-1, the request for
rates and fee changes.
Does anyone have a procedural matter to discuss
before we continue?

{(No response.)

CHAIRMAN OMAS: Three witnesses are scheduled to

appear today. They are Witnesses Thress, Robinscrn, and
Taufique. Our first scheduled witness this morning was ©2
have been Thomas E. Thress. Ruling No. 35 excused Witness

Thress from appearing.

Is the Postal Service prepared to enter his
testimony and written cross-examination intce the record at
this time?

MR. KOETTING: Yes, Mr. Chairman. Eric Koetting
for the Postal Service. At this point, pursuant to that
ruling, we would move the direct testimony of Thomas E.
Thress, which has been designated as USPS-T-7, into evidence
for purposes of this proceeding.

Accompanying that and also sponsored by the
witness are Category 2 Library References USPS-LR-Ké&3, Ké4,
K65, and K66. The Postal Service would move that the direct
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testimony be entered into evidence and the associated
library references as well.
CHAIRMAN OMAS: Is there any objection?
(No response.)
CHAIRMAN OMAS: Hearing none, the testimony and
written cross-examination of Witness Thress is received into
evidence. Following cur normal practice, I will direct the
reporter to transcribe the written cross-examination and to
include the certificates of authenticity into today’s
transcripts at this point in the record. The testimony need
not be transcribed.
{The documents referred to,
previously identified as
Exhibit Nos. USPS-T-7 and
USPS-T-8 were received in
evidence.)
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//
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//

//

//
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POSTAL RATE COMMISSION
DOCKET NO. R2005-1
DECLARATION OF THOMAS THRESS

| hereby declare, under penalty of perjury, that:

The direct testimony of Thomas Thress on Behalf of the United States Postal
Service, USPS-T-8 was prepared by me or under my direction; and

If | were to give this testimony before the Commission orally today, it would be the
same.

| prepared the interrogatory responses which were filed under my name and which
have been designated for inclusion in the record in this docket, and

If | were to respond to these interrogatories orally today, the responses would be the

same.

Thomas Thress—

DATE é/z ’7%5




BEFORE THE
POSTAL RATE COMMISSION
WASHINGTON, DC 20268-0001

Request of the United States Postal
Service for a Recommended Decision on
Changes in Rates of Postage and Fees for
Postal Services

Docket No. R2005-1

DESIGNATION OF WRITTEN CROSS-EXAMINATION
OF UNITED STATES POSTAL SERVICE
WITNESS THOMAS E. THRESS
(USPS-T-7)

Party

Advo, Inc.

American Bankers Association and
National Association of Presort
Mailers

Greeting Card Association

Valpak Direct Marketing Systems,
inc. and Valpak Dealers' Association
Inc.

Interrogatories
ABA&NAPM/USPS-T7-1, 6
GCA/USPS-T7-7, 9-11, 13-14

ABA&NAPM/USPS-T7-2a, f, 6, 7a-b, f-h, 8, 10-11

ABA&NAPM/USPS-T7-2f

GCA/USPS-T7-1-2, 3b-d, 4-5, 8b-c, 9, 11, 12c,
15b

VP/USPS-T7-1-3, 4a-b, Sa-b

Respectfully submitted,

/éfw Lo WJ—Z@

Steven W. Williams
Secretary

277



Interrogatory

VPIUSPS-T7-4a
VP/USPS-T7-4b
VP/USPS-T7-5a
VP/USPS-T7-5b

Designating Parties

Valpak
Valpak
Valpak
Valpak

]

~J
20



INTERROGATORY RESPONSES OF

UNITED STATES POSTAL SERVICE

WITNESS THOMAS E. THRESS (T-7)
DESIGNATED AS WRITTEN CROSS-EXAMINATION

Interrogatory

ABA&NAPM/USPS-T7-1
ABA&NAPM/USPS-T7-2a
ABA&NAPM/USPS-T7-2f
ABA&NAPM/USPS-T7-6
ABA&NAPM/USPS-T7-7a
ABA&NAPM/USPS-T7-7b
ABA&NAPM/USPS-T7-7f
ABA&NAPM/USPS-T7-7g
ABA&NAPM/USPS-T7-7h
ABA&NAPM/USPS-T7-8
ABA&NAPM/USPS-T7-10
ABA&NAPM/USPS-T7-11
GCA/USPS-T7-1
GCA/USPS-T7-2
GCA/USPS-T7-3b
GCA/USPS-T7-3c
GCA/USPS-T7-3d
GCA/USPS-T7-4
GCA/USPS-T7-5
GCA/USPS-T7-7
GCA/USPS-T7-8b
GCA/USPS-T7-8¢
GCA/USPS-T7-9
GCA/USPS-T7-10
GCA/USPS-T7-11
GCAJUSPS-T7-12¢
GCA/USPS-T7-13
GCA/USPS-T7-14
GCA/USPS-T7-156b
VP/USPS-T7-1
VP/USPS-T7-2
VP/USPS-T7-3

Designating Parties

Advo
ABA&NAPM
ABA&NAPM, GCA
ABA&NAPM, Advo
ABA&NAPM
ABA&SNAPM
ABA&NAPM
ABA&NAPM
ABA&NAPM
ABA&NAPM
ABA&NAPM
ABA&NAPM
GCA

GCA

GCA

GCA

GCA

GCA

GCA

Advo

GCA

GCA

Advo, GCA
Advo

Advo, GCA
GCA

Advo

Advo

GCA
Valpak
Valpak

Valpak

[

\C



RESPONSE OF POSTAL SERVICE WITNESS THRESS TO
INTERROGATORIES OF ABA&NAPM

ABA&NAPM/USPS-T7-1.

In your econometric specifications for addressing competing substitutes, you
have claimed now for several consecutive rate increases that insufficient data
exists to model competing substitutes in your FCLM demand equations as
explicit variables, in particular that insufficient price data exists.

a. Please confirm that high own price elasticities of demand tend to be
associated with high cross price elasticities of demand, and vice versa.
b. if sufficient high frequency volume data were available on competing

substitutes, please confirm that cross price elasticities of demand could
be calculated with respect to variations in postal rates and variations in
the quantities demanded of competing substitutes.

RESPONSE

It is not clear to me to what specifically you are referring in your introductory

sentence of this interrogatory.

a. Own-price elasticities of demand may be affected by a number of factors,
including the number of substitutes, the closeness of these substitutes, other
costs associated with the product, as well as the utility functions of the
consumers of said product. In general, itis true that high cross-price elasticities
of demand are often associated with high own-price elasticities of demand,

although this need not be true.

b. It is hard to say with any degree of certainty what types of elasticities
could be estimated given a particular data set without seeing the actual data of
interest. As | noted above, it is not clear to me to what specific “high frequency
volume data” you are referring. As such, | would be reluctant to offer any kind of
definitive answer to your question here. As posited, however, | would say that it
is not obvious to me how such information could be used to further our
understanding of the demand for Postal products, which is, of course, the focus

of my testimony.



RESPONSE OF POSTAL SERVICE WITNESS THRESS TO
INTERROGATORIES OF ABA&NAPM

ABA&NAPM/USPS-T7-2.

Please refer to the following table.

Period

R97-1 R2000-1 R2001-1  R2005-1

First Class Mail:
Single Piece Letters -0.189 -0.262 -0.311 -0.175
Worksharing Discount -0.164 -0.139 -0.027 -0.102

Subtotal -0.353 -0.400 -0.338 -0.277

Workshared Letters -0.289 -0.251 -0.071 -0.329
Worksharing Discount 0.222 0.216 0.027 0.108

oo

Subtotal -0.067 -0.035 -0.044 -0.221

Please confirm that the elasticities given in this table are correct.
Please explain what specific factors might have caused the elasticities
for Single Piece Letters to rise from 0.189 in RG7-1 to 0.311 in R2001-
1 and then to drop significantly to 0.175 in R2005-1.

Please explain what specific factors might have caused the elastictities
for Workshared Letters to drop from 0.289 in R97-1 to 0.071 in R2001-
1 and then to more than quadruple to 0.329 in R2005-1.

Please refer to the Worksharing Discount elasticities reported in the
above table for the Single-Piece and the Workshared Letters. Please
explain what specific factors might have caused these elasticities, in
both cases, to exhibit a significant drop between R397-1 to R2001-1, but
to quadruple between R2001-1 and R2005-1.

Please confirm that the models used to estimate these elasticities over
these four rate cases were different. Please explain whether these
changing results are just the artifact of the data used and the variables
included, or excluded, in the model.

Please confirm that one possible way to compare these resuits is to
run the same regression you have employed in your current testimony
using the current data, variables, and model structure and run the
regressions over 1983-1997, 1983-2000, 1983-2001, and 1998-2004.
Please conduct the regressions for these time periods and provide the
results.

RESPONSE:

a.

Confirmed.
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b. Changes in demand elasticity estimates from one rate case to another
may be the result of any of four possible factors: changes in the demand
specification (e.g., replacing permanent income with employment in this case),
changes in the time period over which the elasticities are estimated (e.g., the
equations are estimated using data through 2005Q1 in this case), changes in the
underlying data used in estimation (e.g., the Postal volume data used in this this
case has been restated from 2000 to the present to conform to Gregorian
quarters, rather than Postal quarters), and changes in the econometric
methodology by which the elasticities are estimated. This last factor is not
especially relevant here, as the basic econometric methodology has not changed
over the last several rate cases.

In order to accurately forecast mail volumes, it is important to be able to
distinguish between cases where elasticities change because of specification
changes — which represent improvements in one’s estimates of the true
elasticities — and cases where elasticities change simply because of the
introduction of new data. Cases of this latter type may be indicative of changes
in the underlying true elasticities over time.

To ensure that my estimated demand elasticities are valid for forecasting
purposes, | undertook a project last fall which estimated each demand equation
over a series of sample periods, each of which started at the same time, but
which ended at various times through the end of the full sample period. This
process parallels the process alluded to in section f. of your question.
Comparing the elasticity estimates across these sample periods can be helpful in
identifying possible changes in elasticities over time. This exercise led, for
example, to the decision to allow the elasticity with respect to employment in the
single-piece First-Class letters equation to decline over time.

In the case of single-piece First-Class letters, this exercise makes clear
that the estimated own-price elasticity for single-piece First-Class letters is stable
across various sample periods. Hence, to answer your question here, the
specific factors which appear to have led to the changes in my own-price
elasticity estimates across rate cases appear to be the changes in the variables
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included in the single-piece First-Class letters equation. In this case, this would
include replacing permanent income with private employment, allowing the
elasticity with respect to employment decline over time, and replacing
consumption expenditures on Internet Service Providers with the Internet
Experience variable described in my testimony.

C. The three principal changes to the workshared First-Class letters equation
from R2001-1 to R2005-1 which appear to have had the most significant impact
on my estimate of the workshared First-Class letters own-price elasticity were
shortening the sample period to begin in 1991Q1 (versus 1983Q1 in R2001-1
and earlier), the inclusion of the number of Broadband subscribers, and the
inclusion of a dummy variable starting in 1993Q1 reflecting a change in the way
in which workshared letters volume was calculated by the Postal Service.

Because of the shorter sample period over which the workshared First-
Class letters elasticities are estimated (1991Q1 — 2005Q1) as compared with the
single-piece First-Class letters sample period (1983Q1 — 2005Q1), the exercise
described in section b. above is less informative for workshared First-Class
letters than for single-piece First-Class letters. For example, the coefficient on
the number of Broadband subscribers has the wrong sign when the workshared
letters equation is stopped in either 2000 or 2001. This makes the other
elasticities less trustworthy in these casés.

Nevertheless, the results of the exercise which | performed last fall were
generally supportive of the notion that the estimated own-price elasticity of
workshared First-Class letters is stable throughout its sample period (i.e., since
1991).

d. The significant change in the estimated coefficient associated with the
worksharing discount for single-piece and workshared First-Class letters between
R2000-1 and R2001-1 was the result of a specification change which recognized
that this elasticity has very likely fallen over time with respect to workshared First-
Class letters. Starting in R2001-1, therefore, the discount elasticity with respect
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to workshared First-Class letters was modeled as declining over time as the ratio
of workshared letters to single-piece letters has grown over time. The treatment
of the workshared discount in the First-Class letters demand equations is
described on pages 50 — 53 of my testimony in this case.

The changes in discount coefficients between R2001-1 and R2005-1 were
driven by the same factors which drove the changes in the estimated own-price

elasticity of workshared First-Class letters as described in my response to part c.

e. Confirmed. As explained in my responses to parts b. and c. above, the
changes in elasticity estimates in this case were the result of changes to the
demand specifications used in this case. In all cases, these changes in the
demand specifications represent improvements over the demand specifications
estimated in earlier rate case. The general process by which | decide when and
how to change demand specifications was described in Library Reference LR-K-
65 as follows:

The process by which the final demand equations presented in my
testimony were chosen was a fairly comprehensive process. First,
possible explanatory variables were only investigated as candidates for
inclusion in specific demand equations when there was a compelling
theoretical rationale for their inclusion. In all of the cases considered here,
there was a definite expectation regarding the sign of the coefficient on the
variable being investigated (e.g., macro-economic variables were
expected to have positive coefficients, internet variables were expected to
have negative coefficients).

A variable which had a coefficient of the opposite sign of what was
expected was immediately discarded as a candidate variable. A variable
which had a coefficient of the correct sign, however, may have been
retained even if the coefficient were not statistically significant.

in such cases, the significance (or lack thereof) was considered vis-
a-vis the theoretical significance of the variable (e.g., own-price variables
which produced negative coefficients were always kept regardiess of the
significance of the own-price elasticity) and also vis-a-vis the importance
of the variable for forecasting purposes (e.g., some of the recent negative
trends were retained despite having coefficients which may not have been
significant at a 95 percent, or possibly even 90 percent, confidence level).

The principal regression diagnostic which | considered in choosing
among candidate equations was mean-squared error, which is equal to
the sum of squared residuals divided by degrees of freedom, so lower
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mean-squared errors are generally to be preferred. The t-statistic on the
coefficient of the variable of interest was also used in some cases to
decide between multiple variables which presented similar theoretical
candidacies.

Finally, because the ultimate purpose of these demand equations
is, of course, to develop volume forecasts, recent residuals may have
been given greater weight than earlier residuals. In many cases, mean-
squared errors were calculated over the most recent one to five years (in
these cases, calculated as sum of squared residuals divided by the total
number of observations over the relevant time period) to provide an
additional diagnostic tool.

Confirmed. As | explained in my response to b., | performed such an

analysis in the fall of 2004. In response to this interrogatory, | have updated

these results to reflect the final demand specifications presented in my testimony

for single-piece and workshared First-Class letters using sample periods ending

in 1997, 2000, and 2001. These results are presented at the conclusion of this

response. The resuits presented here for workshared First-Class letters should

be viewed with extreme caution as they rely on extremely short sample periods

which lead to generally unreliable results.

It would not be possible to obtain meaningful results using a sample

period beginning in 1998 due to a lack of degrees of freedom.



RESPONSE OF POSTAL SERVICE WITNESS THRESS TO
INTERROGATORIES OF ABA&NAPM

ABA&NAPM/USPS-T7-6.

With respect to your answer that it is "not clear” what is referred to in the introductory
sentence to the interrogatory, here are some quotes from your recent rate case
testimonies.

“While it would certainly be better if one could include an explanatory variable that is
more pleasing theoretically than simply “time” or a “trend”, the failure to include any
variable to account for observed behavior may bias one’s other coefficient estimates. In
cases of this type, it may therefore be necessary to introduce some type of trend
variable into certain demand equations.

Several mail volume equations include some type of trend. For example, the
First-Class letters equations include logistic trend variables which are discussed above.”
(R2001-1, USPS-T-8, p. 115, lines 1-7)

“As recently as the R2000-1 rate case, for example, the Internet was not explicitly
included as an explanatory variable in any of the mail demand equations used for
forecasting.” (R2005-1, USPS-T-7, p. 24, lines 6-7.)

“It is always desirable to be able to explain the behavior of a variable that is being
estimated econometrically as a function of other observable variables. Occasionally,
however, the behavior of a variable is due to factors that do not easily lend themselves
to capture within a time series variable suitable for inclusion in an econometric
experiment. Itis not uncommon for such phenomena to be modeled in part through the
use of trend variables.” (R2005-1, USPS-T-7, pp. 33-34.)

In a general demand equation, including that for a postal product such as FCLM, where
the quantity demanded is represented on the ths in the equation as the dependent
variable, the independent explanatory variables which appear on the rhs of the equation
include the price of the good, the prices of competing substitutes , income and other
variables which may affect quantity demand of the good in question. You have used
“time trend” variables and also “logistics market penetration variables” in place of data
on the prices of competing substitutes, and until this rate case in place of any type of
explicit consideration of the Internet competing substitute and the electronic payments
system competing substitute for FCLM. In this rate case you have used an “Iinternet
Experience” variable which you have constructed out of Global Insight's ISP
expenditures time series.

a. You state the ISP price index has “not exhibited any discernible trend over the
past several years.” (R2005-1, USPS-T-7, p. 27, lines 5-6.) However, that impact
of the earlier price declines you have noted likely operate with a long lag period,
as banks and others make investments to eventually take advantage of the new
competing substitute. Did your experimental modeling include estimating the
lagged impact of the ISP price index declines on the demand for FCLM? If so,
what were the results, if not why did you not perform such an experiment?
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b. You state on p. 32, starting at line 10 of your testimony in this case that using
NACHA time series “tended to be less robust within the econometric demand
equations. | think this is because electronic diversion of the mail is a very
generalized risk.” Have you tested the robustness of this data, [or the quarterly
time series data on commercial check volumes, which exists back to at least
1995Q1] aqainst the specific portions of FCLM volumes that electronic payments
systems divert, such as billing statements and bills paid through the mail (or for
checks, the impact on extra ounce volume, which is a reasonable proxy for bank
statements sent through the mail with canceled checks in the mail piece)? If your
answer is “yes’, please provide a complete answer to what your findings were. If
your answer “is no”, please explain why you have not done such tests.

C. In your answer to a. you agree that “In general, it is true that high cross-price
elasticities of demand are often associated with high own-price elasticities of
demand...” Since you have price data, both nominal and real on postal prices,
and since there is voluminous time series available for revenue and/or volume
variations for the Internet competing substitute and the electronic payments
system (both transactions data and check volume data), econometric modeling of
cross price elasticities is possible. Have you conducted any such estimates of
cross price elasticities? If so what were the results and how high were those
elasticities, if not why not?

RESPONSE:

a. |havenot experimentéd with the ISP price index as a possible explanatory
variable in the First-Class letters demand equations. 1t is my opinion that substitution
between First-Class Mail and Internet alternatives is not driven by the relative prices of
these two media so much as by the extent to which electronic alternatives to the mail
exist and are utilized. In particular, it is difficult empirically to evaluate the price of an
alternative which is not available. That is, what was the price of electronic bill-payment
in the late 1980s when electronic bill-payment was not available?

Further, in most cases, once electronic alternatives become widely available and
are utilized, it does not appear to me that such alternatives compete at the margins with
First-Class Mail based on price. For example, | currently pay my Discover card bill
online at Discover’s web site. The cost to me of doing so is nothing. While it may be
true that this price ($0) as compared with the price of paying via the mail ($0.37 plus the

cost of a check) was relevant in my decision to begin to use this service, the specific

[N
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difference in these prices is no longer relevant to my decision to continue to pay
electronically. That s, the Postal Service could cut its First-Class Mail price to ten cents
and it would still be sufficiently more expensive than the electronic alternative that |
would be skeptical of such a move inducing many, if any, bill-payers to switch from

electronic alternatives to a mail-based payment system.

b. | have not attempted to estimate demand equations for specific segments of First-
Class Mail volume due to a lack of reliable data on the specific mail volumes within such

segments.

c. Personally, | would not consider the amount of “time series data available for
revenue and/or volume variations for the Internet competing substitute and the
electronic payments system (both transactions data and check volume data)” to be
“voluminous.” Further, as explained in my response to part a. of your question above, |
am skeptical of modeling cross-price relationships between First-Class Mail and
electronic alternatives. | have, however, experimented with some data on electronic bill-
payment volumes as a possible explanatory variable in the demand equations for First-
Class Mail. Results of these experiments are presented and briefly discussed in USPS-

LR-K-65 at pages 4 — 353.
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ABA&NAPM/USPS-T7-7.

a.

You assert in your answer to ABA&G&NAPM/USPS-T7-2 parts b. and c. that your
estimated own price elasticity for single piece FCLM is “stable” across various
sample periods, but do not state what it is. What is that “stable” value?

You assert that your estimated own price elasticity for workshared FCLM is
“stable” across vary sample periods, but do not state what it is. What is that
“stable” value?

Your econometric specification presumes constant elasticity of substitution
(CES), it does not offer any proof, or derive any conciusion whatsoever, that
postal demand curves are in fact CES demand curves. In your tests over sample
periods, have you also presumed a CES specification? Have you run your
sample data under any econometric demand specification that allows for varying
elasticity of substitution, as opposed to CES? If you are testing, as you claim,
whether elasticities are varying over time by choosing different sample periods,
how can you conduct such a test when you largely (if not entirely) rule out by
virtue of the CES functional form, the very question you are trying to investigate,
i.e. variation in own price elasticities?

What do you mean by “changes in econometric methodology”, the last of four
factors you mention in your answer to b. as being possible causes of changes in
demand elasticities for FCLM? Under that term, are you including the use of
explicit variables for competing substitutes? If not, then why would you not
include the influence of competing substitutes as one factor that could influence
estimated own price elasticities, or would this be a “fifth” “possible factor’?

You state in your answer to b. that in your experiments with various sample
periods, the own price elasticity for single piece and also for workshared
emerged as stable across various sample periods. However, in c. you appear to
contradict that statement by stating that three changes to the workshared
demand equations “appear to have had the most significant impact on my
estimate of the workshared First-Class letters own price elasticity”, and you go on
to list those three changes, among them shortening the sampie period to start at
1991Q1 rather than 1983Q1. Please reconcile these two statements.

You indicate in your answer to b. that you included the number of Broadband
subscribers in your workshared equations. Did you include the number of
Broadband subscribers in your single piece equations, as well as your
workshared equations? If so, what were the results? If not, why not, given your
statement to the effect that households are increasingly paying bills online?

For workshared letter demand equations, you state your experiments were
“generally” supportive of a stable own price elasticity since 1991. This appears to
be a somewhat weaker statement than you made in your answer concerning
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single piece elasticities. In what specific non-general areas did you find evidence
that workshared elasticities were not necessarily stable? Please provide all
details of your conclusions.

h. In your answer to e. you state the changes to your demand elasticities in this
case “were the result of changes to the demand specifications used in this case”.
Over the historical period between R2001-1 and R2005-1, as indicated from the
(latest available) 2003 Household Diary Study and considerable other evidence,
there has been substantially greater diversion of payment mail (bills sent and bills
paid) to electronic payments systems and substantially greater diversion of what
the Diary defines as “transactions” refated mail to the Internet. Are you saying
these impacts had no influence on your demand elasticities? Or, that you are
unable to measure these impacts because your demand equations presume
constant elasticity of substitution? Or, by the term “demand specifications” are
you including the impact from competing substitutes such as the Internet and
electronic payments systems?

RESPONSE:

a. ltis my belief that the own-price elasticity of single-piece First-Class letters volume is

approximately -0.175 as presented in my testimony.

b. ltis my belief that the own-price elasticity of workshared First-Class letters volume is

approximately -0.329 as presented in my testimony.

c. ltis true that | assume a constant-elasticity specification, both in the demand
equations to which | testify in this case, as well as in the experiments which | undertook
to investigate the stability of the price elasticities which | use in this case. | would
strongly disagree with your assertion, however, that such an assumption “rule[s] out ...
the very question you are trying to investigate.” If the true own-price elasticity of single-
piece First-Class letters changed between, say, 2000 and 2004, then an own-price
elasticity estimate obtained using data through 2000 would be different from an own-
price elasticity estimate obtained using more recent data, even if both estimates
assumed constant own-price elasticities throughout the relevant sample periods. In

fact, however, as presented in my response to ABA&NAPM/USPS-T7-2(f), the
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estimated own-price elasticity using data through 2000Q4 (-0.181) is virtually identical to
the estimated own-price elasticity using data through 2005Q1 (-0.175).

Within the context of my own-price elasticity estimates, the term “constant-elasticity
specification” refers to the relationship between the own-price elasticity and the volume
and price of the relevant mail category. That is, alternatives to a “constant-elasticity
specification” would posit some relationship between the own-price elasticity of single-
piece First-Class letters and the volume and price of single-piece First-Class letters.
While such a relationship would not be “constant” in the sense that it could vary with
changes in volume and/or price, the relationship between the own-price elasticity and
volume and price would nevertheless remain unvarying throughout the sample period in
such a case.

The “constant-elasticity specification” is no less amenable to an assumption that the
own-price elasticity has either changed over time or is a function of some other
explanatory variable than any other functional form. In fact, an example of the former, a
“constant-elasticity specification” elasticity which changes over time, can be found within
the single-piece First-Class letters specification presented in my testimony, which posits
that the elasticity of single-piece letters with respect to employment has declined over

time.

d. By “changes in econometric methodology” | was thinking of methodological changes
to my econometric estimation procedure. For example, changing from a log-log
functional form to a linear functional form would fall into this category, or a decision to
begin to test for and correct fourth-order autocorrelation would represent a change in
“econometric methodology.”

| would consider “the use of explicit variables for competing substitutes” to be an
example of “changes in the demand specification,” which was the first of my four factors

defined in ABA&NAPM/USPS-T7-2(b).
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e. My experiments with various sample periods to which | refer in my response to
ABA&NAPM/USPS-T7-2(b) held the specification and starting period constant and
varied only the ending date of the demand equations. Hence, my response to
ABA&NAPM/USPS-T7-2(c) was intended to explain that the differences in price
elasticity estimates across rate cases was not suggestive of changes in true price
elasticities within the time period over which these price elasticities are modeled in this
case, but was solely the result of changes in the demand specification used in this

case.

f. 1did investigate the number of Broadband subscribers in the single-piece First-Class
letters equation. Results of such experiments are presented in USPS-LR-K-65 at pages

23 -37.

g. Because of the shorter sample period over which the workshared First-Class letters
equation is estimated (starting in 1991Q1 as compared to 1983Q1 for single-piece
letters), the own-price elasticity estimates across various sample periods that |
described in my response to ABA&NAPM/USPS-T7-2 exhibited a somewhat greater
range of elasticity estimates. For example, the workshared letters own-price elasticity
estimates presented in my response to ABA&NAPM/USPS-T7-2(f) ranged in value from
-0.128 to -0.568. While there is no evidence here of a trend, nevertheless, the range of
own-price elasticity estimates is quite large. In contrast, the own-price elasticity
estimates associated with single-piece letters in that same response range from -0.153

to -0.182, which is, of course, a much tighter range.

h. My use of the Internet Experience variable as a measure of the effect of the Internet

on First-Class single-piece letters volume would be one example of a change in

J
\O
|\



o
\O
N

RESPONSE OF POSTAL SERVICE WITNESS THRESS TO
INTERROGATORIES OF ABA&NAPM

demand specification. Beyond that, however, | am asserting that the true own-price
elasticity of First-Class single-piece letters appears not to have been directly impacted
by the increased use of electronic alternatives in recent years. For example, as noted
above, as presented in my response to ABA&ANAPM/USPS-T7-2(f), the estimated own-
price elasticity using data through 2000Q4 (-0.181) is virtually identical to the estimated
own-price elasticity using data through 2005Q1 (-0.175), which suggests to me that the
own-price elasticity of First-Class single-piece letters has not changed as a result of

changes in the availability and use of electronic alternatives over the past four years.
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ABA&NAPM/USPS-T7-8.

a. In your response to ABA&NAPM/USPS-T7-3, question b., there was a typo.
“R2001-1" should have read “R2000-1". With that correction, please answer
the original question, parts b. as well as c.

b. With respect to your answer to part c. in this original interrogatory, you avoid
a direct answer to the question about rising postal rates influencing the
decline in check volumes by stating that check volume “is affected by many
factors beyond the price of additional ounces charged by the postal service”
and you note that the total volume of checks has “fallen consistently” since
“1995".

Do you have any evidence that increasing postal rates, including the extra
ounce rate since the implementation of that rate increase from R2000-1, have
not been one of the “many factors”™ causing the decline in check volumes?

Do you have any evidence that the extra ounce rate hike emerging from
R2000-1 was not the predominant factor after 2001Q4 that continued to
reduce check volume further, and accelerated the decline?

RESPONSE:

a. Just to be clear, | think the typo was in the question, rather than in my response.
While it is undoubtedly true that the additional ounce rate charged by the Postal Service
will affect the volume of First-Class Mail weighing more than one ounce, it seems to me,
in looking at the history of additional ounce volume, without having studied this issue
very closely at all, that price is likely only one of many factors that affect the volume of

additional ounces.

b. I have no evidence that postal rates have not affected check volumes. | have not
performed any specific analysis of check volumes, so | would consider myself

unqualified to offer any definitive evidence one way or the other on this topic.

[\
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ABA&NAPM/USPS-T7-10.

In your response to ABA&NAPM/USPS-T5, you define your use of the term “long run”,
whereas the question specifies precisely the context in which it uses the term “long run’,
namely your use of data that goes all the back to 1991 for workshared letters and all the
way back to 1983 for single piece letters.

a. Would you agree that the competitive market environment for Postal Services
in 1983 did not include Internet competition and electronic payments
systems?

b. Would you agree that if there were enough rate data from cross-sectional

variation in real and/or nominal postal rates were the setting a free market
rather than a regulatory one for postal services, that you would have a more
accurate estimate of current own price elasticities for postal products than is
possible by using time series data dating back to 19837

C. Would you agree that whatever the short run “lagged prices” that impact
TY2006 post rate increase volumes are, that your use of, for example 1983-
1987 data, in estimating CES own price elasticities is also influencing those
test year volume forecasts? If your answer is anything other than an
unequivocal “yes”, please fully explain your answer.

RESPONSE:

a. Yes.

b. More data will generally lead to more accurate elasticity estimates.

c. Yes. Itis my opinion that, consistent with my answer to part b. above, the use of
1983 - 1987 data increases the accuracy of the elasticity estimates which | use in this

case.
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ABA&NAPM/USPS-T7-11.

Please confirm from your testimony in this case that the computed own price elasticity
for FCLM workshared letters is greater than that for Standard A Regular letters, namely
-0.376 versus —0.267.

RESPONSE:

The computed own-price elasticity for First-Class workshared letters which | cite in
my testimony is -0.329. However, great care needs to be taken in interpreting the First-
Class price elasticities which | have presented in this case. See pages 67 through 70 of

my testimony for a detailed discussion of this issue.
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GCA/USPS-T7-1

Please refer to your testimony, USPS-T-7, p.22.

a) In general in applied econometrics, do you agree that substituting
one variable for another one may affect the estimated coefficients
whether the vaniable is conceptually relevant or not, and even if it is
highly significant statistically? If your answer is not an unequivocal
“yes.” please explain.

b) Please confirm that in the current rate case you replaced the
income variable you used in R2001-1, with an employment
variable.

C) Please confirm that employment variable is used as a proxy for
economic activity.

d) Please explain the economic rationale for the substitution noted in

b) above, in light of the fact that in prior testimony (R2000-1, USPS-
T7, starting at page 92) you spent considerable effort justifying the
income variable, for example, with reference to the permanent
income hypothesis.

e) Please state why you did not use GDP (or Industrial Production) as
a proxy for economic activity instead of employment.
f) Please explain whether the inclusion of GDP (or Industrial

Production) could have resulted in a different effect on the
coefficients.

RESPONSE

a) Yes.

b) Confirmed.

C) Confirmed.

d) As explained in my testimony at page 22, line 21, through page 23, line 7,

Employment is an excellent measure of the overall level of business
activity in the economy. In many cases, mail volume is not affected by the
dollar value of economic transactions, so much as by the number of such
transactions. For example, the number of credit card bills one receives does
not necessarily go up as the total amount charged per card goes up. While
variables like retail sales may be good measures of the total dollar amount of
economic activity (e.g., the total amount charged per credit card),
employment appears to be a better measure of the number of business
transactions (e.g., number of credit card bills received).

(S
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Ultimately, the choice of which macroeconomic variables to use in the
demand equations discussed here was largely an empirical decision. In
those cases where employment is used as an economic variable in the Postal
demand equations, its inclusion clearly improved the econometric fit for these
equations.

e) First-Class letters are primarnly consumer-driven, so my focus in modeling
the relationship between the economy and First-Class Mail volume has tended to
focus on consumer variables such as income, consumption, sales, and
employment, as opposed to business variables such as GDP, investment, or
industrial production. Econometric results using several possible economic
variables in the single-piece First-Class letters equation are presented in Library
Reference LR-K-65 in this case at pages 812 — 985.

| have experimented with Industrial Production as a possible explanatory
variable in the past. My recollection is that Industrial Production did a relatively
poor job of explaining the demand for First-Class Mail.

The general bases by which | decide which variables to include in my

demand equations are described in Library Reference LR-K-65 at pages 2 - 3.

f) Yes. Replacing employment with GDP could be expected to affect not
only the coefficient of GDP, but also the other coefficients in the single-piece
First-Class letters equation. In my opinion, such coefficients would be less

accurate than the coefficients to which | am testifying in this case.
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GCA/USPS-T7-2

Please refer to your testimony, USPS-T-7, Section Ill., starting at p. 254, Please

confirm that you have tested for the normality assumption that is required for the

t-tests you have given for the coefficients to hold. If confirmed please provide the
tests. If not confirmed, please conduct the tests and provide them.

RESPONSE

Formal tests for normality have been periodically administered by me and
others on Postal demand equations in the past. Such tests were not conducted
for the specific equations presented in my testimony. The formal results of
several normality tests for each of the twenty-seven demand equations

presented in my testimony are presented on the next page.
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Results of Tests for Normality in the Residuals (AR-Corrected)
Null hypothesis: Residuals are Normally Distributed
Rejection of the null hypothesis at the 5% significant level is in bold)

Jarque-Bera Shapiro- Shapiro-
Test Wilk Francia

First-Class Letters

Single-Piece 0.599 0.988 0.989

Workshared 0.446 0.982 0.985
First-Class Cards ’ 0.416 0.994 0.995
Priority Maii 3310 0967 0.968
Express Mail 0.454 0.989 0.991
Mailgrams 120.143 0.878 0.866
Periodical Mail

Within-County 14.091 0.955 0.952

Nonprofit & Classroom 3.646 0984 0.981

Regular Rate 0726 0988 0.989
Standard Mail

Regular Rate 2.703 0973 0977

Enhanced Carrier-Route 0.948 0.990 0994

Bulk Nonprofit 0.045 0.990 0.990
Package Services

Parcel Post

Non-Destination-Entry 0.932 0972 0.974
Destination-Entry 0.681 0.980 0.987

Bound Printed Matter 0.821 0.986 0.988

Media & Library Rate 0.680 0.984 0.987
Postal Penaity 0.143 0.996 0.995
Free-for-the-Blind 10.102 0.980 0.977
Special Services

Registered 2.742 0.972 0.968

Insurance 34.040 0.967 0.963

Certified 35.695 0.965 0.959

COoD 4997 0.979 0.977

Money Orders 5408 0.962 0.962

Return Receipts 0.405 0.954 0.957

Delivery Confirmation 1.540 0.947 0.951

Stamped Cards 0.100 0.979 0.978

Post Office Boxes 2.052 0.970 0.978
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GCA/USPS-T7-3
Please refer to your testimony USPS-T-7, Section lli., starting at p. 254.

a) Please confirm that it is a required condition in your regression
analysis that variables be stationary.

b) Please confirm that if variables are non-stationary, the results may
be spurious.

c) Please confirm that if the regression result is spurious, the
estimated coefficients may not be correct.

d) Please confirm that you have conducted the appropriate tests for
the stationary character of the variables. If confirmed, please
provide those tests. If not confirmed, please conduct the tests and
provide the tests results.

e) Please confirm you have corrected for the non-stationary character
of the data if present. If confirmed, please explain how you
accomplished that. If not confirmed, then explain on what basis
you conducted your regressions.

RESPONSE

a) Not confirmed. The properties of Generalized Least Squares should be
satisfied so long as some stationary linear relationship exists between variables.
It is a sufficient condition, therefore, to have stationary dependent variables. The
Generalized Least Squares assumptions may be satisfied even with non-
stationary variables, however, so long as a stationary linear relationship exists
between the dependent and independent variables using in the equation. In
such a case, the true residuals in the regression specification should be

stationary.

b) Confirmed.

c) Confirmed.

d) Confirmed. | have performed stationarity tests on the data which | use in
my demand analysis on several occasions in the past. Results of investigating

the stationarity of mail volumes using a Dickey-Fuller test which were conducted
in the fall of 2004 are presented below. A more comprehensive investigation of

301
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possible stationarity and co-integration issues was conducted by my staff in
2002.

(V)

Do
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Dickey-Fuller Tes

f Unit Ro

[olume v

iable onl

Constant and Trend

Constant and no Trend No Constant no Trend

Starting Date r-Statistic Test Cnucal - Staristic Test Criucal (-Statistic Test Critscal
Values Values Values
FIRST-CLASS MAIL
First-Class Letters & Flais 19701 -8.7004 -3.4427 -5.0723 -2.8824 -1.6284 -1.9432 *
-- Single-Piece 1970:1 -9.8483 -3.4427 -4.3528 -28824 -4.2629  -1.9432
-- Workshared 1976:1 -5.5570 -3.4508 -6.6716  -28877 -7.2127  -1.9437
First-Class Cards 1970:1 -4.8732 34427 -2.5708 28824 *~ -0.4168  -1.9432°¢
— Single-Piece 19701 46343 .3.4427 -4.4955  .28824 0.2011  -1.9432*
-- Workshared 1976:1 -9.3641 -3.4508 -3.6390 -2.8877 -1.4649  -1.9437 ¢
Priority Mail 1970:1 -3nz21 -3.4427 * -1.3124  -2.8824 -0.8010  -1.9432 *
Express Mail 1977:1 -4.2688 -3.4512 -7.7846  -2.B879 -4.0479  -1.9438
Mailgrams 1974:4 -4.1088  -3.4480 -0.7004  -2.8859 * 0.9002  -1.9435*
PERIODICAL MAIL
Within County 1970:1 -3.3855 -3.4427 ¢ -0.9144 28824 * 1.4071 -1.9432 ¢
Nonprofit 1970:1 -7.0748 -3.4427 -27774 28824 0.3635 -1.9432 =
Classroom 1970:1 -7.9730 -3.4427 -6.9952  -2.8824 -0.1735 -1.9432¢
Classroom and Nonprofit 1970:1 -6.8543  -3.4427 -2.6355 -2.8824 ¢ 0.3980  -1.9432*
Regular Rate 1970:1 -6.0134 -3.4427 -3.3244  -2.8824 0.6131 -1.9432 *
STANDARD MAIL
Regular Rate Bulk
Regular 1970:1 -3.1386 -3.4427 = -1.3964 .2.8824 * -1.0240 -1.9432 ¢
— Basic ECR Letters 1993:1 -4.2457 -3.5107 -1.8553  -2.9266 * -0.8357  -1.9481 ¢
— Basic ECR Nonletters 1993:1 -3.9919  -3.5107 -3.6527  -2.9266 -0.5430  -1.9481 ¢
Enhanced Carrier-Route 19792 -5.9155  -3.4549 -6.6924  -2.8903 -4.3511  -1.9440
High Density /Saturanon Letters 19931 29320 -35107 ¢ -25089  -2.9266 * -0.4549  .1.9481 *
High Density /Saturation Nonletters 1993:1 -6.2134 -3.5107 -4.3347  -2.9266 -0.3698  -1.9481 ¢
Nonprofit Rate Bulk
Nonprofit 1970:1 -8.5504 -3.4427 -6.3978  -2.8824 -0.5999 19432 =
— Basic ECR Letters: 1993:1 -8.3013  -3.5107 -8.3914  -2.9266 -0.1453  -1.9481 *
-- Basic ECR Nonletters 1993:1 -5.4841  -3.5107 42095 29266 -0.0956  -1.9481 *
Nonprofit ECR 1980:3 -6.6764 -3.4573 -6.5317  -28919 -1.7707 -1.9442 =
High Density/Saturaton Letters 1993:1 -4.7210  -3.5107 -3.5663  -2.9266 -0.9662  -1.9481 *
High Density/Saturation Nonletters 1993:1 -3.8398 -3.5107 -1.7962 -2.9266 * -0.4224  -1.9481 =
PACKAGE SERVICES
Parcel Post 19701 -4.0578  -3.4427 -3.9722  -28824 0.0013  .1.9432*
Non-Destnation Entry 1970:1 71372 -3.4427 29272 .28824 0.3877  -1.9432*
Destmnation Entry 1991:2 -3.9801 -3.4970 -4.4542 20177 -21577  -1.9471
Bound Printed Matter 1970:1 -14.0523  -3.4427 -5.70B8  -2.8824 -0.8554  .1.9432 %
Media Maidl 1970:1 -4.4472 -3.4427 -22023  -2.8824 * 0.4633 -1.9432
Library Rate 1970:1 -5.6592 -3.4427 -3.4052  -2.8824 0.0998 -1.5432 ¢
Media Matl and Library Rate 1970:1 -6.37714  -3.4427 -23755 -28824 = 0.4023  -1.9432°
Postal Penalty 1988:1 -6.2140  -3.479% -40298 -2.9062 -0.0206  -1.9458 ¢
Free-for-the-Blind 1970:1 -10.4610 -3.4427 -6.6492  -2.8824 -0.5139  .1.9432 =
Registered Mad 1970:1 -3.4053  -3.4427 % -0.0482 28824 ¢ 1.7457  -1.9432¢
Insurance 1970:1 -5.8137 -3.4427 -4.0626 -2.8824 01121 -1.9432 ¢
Cerificated Mai 1970:1 -6.3692  -3.4427 -22587 -28824 ° -0.9805  -1.9432*
coD 1970:1 -3.7933  -3.4427 -0.2569  -2.8824 18375  -1.9432*
Return Receipts 1970:1 -4.6968  -3.4427 -4.6965 -2.8824 -0.1878  -1.9432 ¢
Money Orders 1970:1 -2.1205 34427 -22071 28824 ° 0.7204  -1.9432 ¢
Delivery and Signature Confirmation 19992 -8.3619  -3.6450 -6.6799  -3.0124 -3.2418  -1.9581
Post-Office Boxes 1993:1 -3.9806  -3.5107 -3.1235  -2.9266 01902  -1.9481 *
Stamped Cards 1970:1 2353711 34427 -24179 -2.8824 * 0.6065  -1.9432+
Stamped Envelopes 1993:1 -4.0725  -3.5107 -4.0488  -2.9266 -0.0034  -1.9481 ¢

(*) Unast root hypothesis 1s not rejected at 5%
Asymptotc cntical values for unit root test by Davison and MacKinon:

%S5 cnitical value

1_ct -3.4100;

tc -2.8600]

t_nc -1.9400)

(=)

(o)

i



RESPONSE OF POSTAL SERVICE WITNESS THRESS TO
INTERROGATORIES OF GCA

e) The results of the reports cited in my response to d above suggested that
stationarity did not appear to be a particular concern in the analysis of mail
volume demand equations. In addition, Dickey-Fuller tests on the residuals from
my regressions indicate the presence of no unit roots. Hence, to the extent some
of the dependent variables may appear non-stationary, there appears to
nevertheless exist a stationary linear relationship between the dependent and
independent variables in every case here.

REVISED: JUNE 23, 2005
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GCA/USPS-T7-4

Please refer to your testimony, USPS-T-7, Section |ll, starting at p. 254.

a) Please confirm that one requirement for using regression is the
absence of heteroscedasticity.

b) Please confirm that the presence of heteroscedasticity would affect
the coefficients and the test results.

c) Please confirm that you have conducted the appropriate tests for

heteroscedasticity. If confirmed, please provide the tests results. If
not confirmed, please conduct the tests and provide them.

d) In your opinion, have the estimated coefficients you have provided
in your testimony been stable over the whole period of 1983-20047?
State the full basis for your opinion if you confirm, or if you do not
confirm, including current or prior tests done.

RESPONSE
a) Confirmed.
b) A failure to correct for the presence of heteroscedasticity may lead to

inefficient coefficient estimates and may invalidate the statistical properties of the

sample variance. In general, however, coefficient estimates will still be unbiased
even in the presence of heteroscedasticity.
C) Heteroscedasticity tends to be more of a problem when using cross-

sectional data than when using time series data. Because my demand equations
are built using time series data, heteroscedasticity is less likely to be problematic
than autocorrelation, for example. Hence, | do not conduct tests for the presence
of heteroscedasticity on a regular basis. | have, however, conducted such tests
in the past, and, at your request, have done so for the demand equations
presented in my testimony. The results of using a Breusch-Pagan test to test for

heteroscedasticity are presented on the next page.
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Results of Breusch-Pagan Test for Heteroscedasticity
Resids = a + b*Trend
90% Significance Level = 2.706
(significant resuits in bold)

First-Class Letters

Single-Piece 0.010
Workshared 0.003
First-Class Cards 0.018
Priority Mait 0.010
Express Mail 0.005
Mailgrams 1.945

Periodical Mail

Within-County 0.146
Nonprofit & Classroom 0.143
Regular Rate 0.031

Standard Mall

Regular Rate 0.005
Enhanced Carrier-Route 0.009
Bulk Nonprofit 0.007

Package Services

Parcel Post
Non-Destination-Entry 0.015
Destination-Entry 0.003
Bound Printed Matter 0.140
Media & Library Rate 0.123
Postal Penalty 0.427
Free-for-the-Blind 4.861

Special Services

Registered 0.118
Insurance 0.292
Certified 0.328
COD 0.648
Money Orders 0.010
Return Receipts 0.012
Delivery Confirmation 0.058
Stamped Cards 0.282

Post Office Boxes 0.015

8]
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d) Yes. | undertook a project last fall which estimated each demand equation
over a series of sample periods, each of which started at the same time, but
which ended at various times through the end of the full sample period.
Comparing the elasticity estimates across these sample periods can be helpful in
identifying possible changes in elasticities over time. This exercise led, for
example, to the decision to allow the elasticity with respect to employment in the
single-piece First-Class letters equation to decline over time.

Summary results for single-piece and workshared First-Class letters
estimated over various sample periods which parallel this project using the
R2005-1 demand equation specifications are presented in my response to
ABA&NAPM/USPS-T7-2.
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GCA/USPS-T7-5

a) Please confirm that during the period of 1983-2004, there have
been certain structural changes. If confirmed, please explain how
you have accounted for all these changes.

b) Please explain whether and how the structural changes can affect
the coefficients (in other words the elasticities you have calculated).

RESPONSE

a - b) Confirmed to the extent that | understand your use of the term “structural
changes.” Certainly, many things have occurred since 1983 which have affected
mail volume.

In some cases, these things are simply included as explanatory variables
in the demand equation. For example, the effect of the seven changes to the
nominal price charged for a one-ounce First-Class single-piece letter is simply
modeled in the single-piece letters equation by including the real price of single-
piece First-Class letters.

In other cases, where the relationship between mail volume and a
particular factor appear to have changed over time, the changing nature of this
relationship may be explicitly modeled. Examples of this include the negative
time trend in the estimated employment elasticity in the single-piece First-Class
letters equation and the changes to the own- and cross-price elasticities with
respect to Priority Mail associated with the expansion of FedEx Ground.

Changes which led to level shifts in mail volume but did not appear to
otherwise affect the underlying relationship between mail volume and other
explanatory variables are modeled through the inclusion of simply dummy
variables. Examples of this include dummy variables for classification reform
(MC95-1) in the First-Class letters equations.

Finally, when there is evidence of significant changes in the underlying
structure of the demand for a Postal product, the sample period over which
elasticities are estimated may be truncated, if possible, to remove older data
which may reflect an older, less-relevant relationship. Hence, for example, the

single-piece First-Class letters equation is estimated starting in 1983Q1, because
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the demand for single-piece First-Class letters in the years just preceding this
was driven in large measure by shifts from single-piece to workshared First-Class
letters. The workshared First-Class letters equation in this case is estimated
over a sample period which begins in 1991Q1 because the factors which drove
the significant growth in workshared First-Class letters volume throughout the
1380s do not appear to have affected workshared letters volume in the same
way during the 1990s and 2000s.
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GCAJ/USPS-T7-7

a) Please confirm that, in order to preserve the power of the model, for
example in the case of First Class single piece letter mail, one
should include a variabte which is the multiplication of a dummy
variable representing post and pre-1995 by the SP price.

b) Please confirm that the sum of resulting coefficient of this cross-
multiplication variable and the coefficient of SP price, would be the
SP own price elasticity for the period 1995-2004.

c) Please conduct the above regression and provide the results.

RESPONSE
a) Not confirmed.
b) Confirmed.

c) Objection filed.
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GCA/USPS-T7-8
Please refer to your testimony, USPS-T-7, p. 57.

a) Please explain the economic rationale for including a variable which
is the cross muiltiplication of the employment variable and the time
trend.

b) Please explain whether the time trend variable included in this form
in the regression model reflects the technological and other
changes that may not have been captured by the other variables.

c) Please confirm that the inclusion of this variable, whether it is
economically relevant or not, can affect the size of other
coefficients and/or their sign, as well as other test results.

RESPONSE
a) As | explained in my testimony in this case, at page 55, lines 7 — 10:

The relationship between the economy and single-piece letters volume

has lessened over time. This is reflected here in the fact that the elasticity

of single-piece letters volume with respect to employment has declined

over time.

Mathematically, single-piece First-Class letters volume is modeled as
being affected by employment as foliows:

Volume = a-(Employment)(en-e‘-Trend) .

Converting to log-log form, then, the natural logarithm of voiume would

relate to employment as follows:
Ln(Volume) = Ln(a) + eg*Ln(Employment) - es+[Trend-Ln(Employment)] + ...

b) This variable is intended to reflect the declining relationship between the
economy (as modeled through employment) and single-piece First-Class letters
volume. The reasons for this declining relationship likely include technological
changes that make the use of First-Class letter mail less vital for economic
transactions.
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Confirmed.
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GCA/USPS-T7-9

Please refer to your testimony, USPS-T-7, p. 254.

a) Please confirm that you have used a log-log form model (in other
words, a constant elasticity of substitution (CES) model) in
estimating the elasticities.

b) Please confirm that one does not necessarily have to use a CES
functional form to estimate elasticities.
C) Please confirm that you could have used a linear regression or

other variable elasticity of substitution demand function to estimate
the coefficients and then calculated different values of price and
quantity to calculate point elasticities. Please confirm that this
would provide you with a time series of elasticities that reflect
changing structural conditions.

RESPONSE

a) Confirmed

b) Confirmed

c) Confirmed that | could have used a linear regression. | can further confirm
that a linear regression specification would have resulted in elasticity estimates
which varied as prices and volumes changed. Your last sentence, however,
does not seem to me to be correct. While it would be true that these elasticities
would change as volumes and prices changed, they would do so in a purely
mechanical way which would be driven entirely by the a priori assumptions of the
modeler in selecting the model.

Had | simply modeled First-Class letters volume as a linear function of First-
Class letters price, the First-Class letters price elasticity would, in fact, be a
function of the price and volume of First-Class letters, but the relationship
between these variables would still be assumed to remain constant throughout
the sample period of estimation.

This is no different from the constant-elasticity case used in my testimony.
Deviations from the constant-elasticity assumption can be made on a case-by-

case basis, as 1 did, for example, in the cases of the employment elasticity with
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respect to single-piece First-Class letters and the own- and cross-price

elasticities associated with Priority Mail.
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GCA/USPS-T7-10

Please refer to your testimony, USPS-T-7, p. 29.

a) Please confirm that the ISP-Experience variable you constructed
was on an ad-hoc basis.
b) Please confirm that a different construct would have given different

results and that the choice of this construct was made on the basis
of whether it was generating a stronger statistical relationship with
the quantity demanded.

RESPONSE

a) Not confirmed. The ISP Experience variable was constructed on the basis
of a very specific theoretical and mathematical foundation as a measure of the
total on-line experience of the Internet population of the United States. The basis
upon which | constructed this variable is described in detail in my testimony in

this case at pages 26 — 29.

b) Confirmed that a different construct would have given inferior results. As
explained in my testimony, the Internet Experience variable was constructed to
measure the total amount of internet experience of the on-line population. Once
this variable was constructed, it was then tested as a candidate explanatory
variable in the First-Class Mail demand equations against other Internet
variables. Comparisons of econometric results using alternate Internet measures
in the single-piece First-Class letters equation are described in Library Reference
LR-K-65 at pages 4 — 66.
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GCA/USPS-T7-11

Please refer to your testimony, USPS-T-7, especially Section Il. B., and the table
showing the history of rate case own price elasticities for FCLM attached as a
separate page and designated Exhibit A.

a) On average over the history of those rate case elasticity
calculations for FCLM, please explain why the higher.postal rates
have become, the more price inelastic the rate case CES demand
curve has become?

b) Do you agree that there is persuasive empirical evidence of (i)
increasing use of the Internet as a competitive substitute for FCLM
and (ii) increasing use of electronic payments as a competitive
substitute for postal services? If your answer is not an unqualified
"yes," please explain how you would reconcile the history of
increasingly inelastic rate case CES demand curves with such
empirical evidence.

How do you reconcile this history of increasingly inelastic rate case CES demand
curves with the statement made at recent Senate committee hearings by PMG
Potter to the contrary, viz. "Electronic diversion continues to erode First-Class
Mail volume, this product will become more price-sensitive than ever. Higher
rates will likely increase the pace of change, accelerating the volume decline,
resulting in falling revenue . "

RESPONSE

a) I see no evidence in Exhibit A that your statement that “the higher postal
rates have become, the more price inelastic the ... demand curve has become” is
true.

The price elasticities presented by me in this and earlier rate cases (as
well as those presented by Dr. George Tolley prior to R97-1) were estimated
using real Postal prices. The real price of single-piece First-Class letters, as
used by me in this case, has declined from 44.01 cents in 1983Q1 (expressed in
2000 dollars) to 41.74 cents in 2005Q1 (again expressed in 2000 dollars).

Further, my current First-Class letters demand equations are estimated
using sample periods which begin in 1983Q1 (single-piece) and 1991Q1
(workshared). Looking at your Exhibit A and removing those rate changes which
took place prior to 1983Q1 (R80-1 and earlier), about which | have never

provided any testimony regarding price elasticity, there appears to me to be no
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evidence of any discernible trend in the estimated own-price elasticity of First-

Class letters presented in Postal Service rate cases.

b) Yes.

With respect to the issue of reconciling “this history of increasingly inelastic rate
case CES demand curves with the statement made at recent Senate committee
hearings by PMG Potter to the contrary”, | would direct you to my responses to
GCA/USPS-T7-11(a) and ABA&NAPM/USPS-T7-2 and to Maura Robinson's
response to GCA/USPS-T1-1.



<

Submitted 5/12/2005 416 pm

Filing ID: 44120

Accepted 5/12/2005

0.450 j

0 400

0 350 1

Figure 6. - Postal Rate C

ase Own Price Elasticity of Demand Single Piece, Work

Share, & Total First Class Mail Letters

0050

0.000

Single Piece

N

e

Trend Line

FCM Letters

WorkShare
-

T~

R74-1

R76-1

R77-4

Ran-1

P8

Rate Case Period

RB4-1

RS4-1
R97-1
Ra000-1
R2001-1 |
Fo00s-1




RESPONSE OF POSTAL SERVICE WITNESS THRESS TO
INTERROGATORIES OF GCA

GCA/USPS-T7-12.

Please refer to your response to interrogatory GCA/USPS-T-7-11(a) and Exhibit A
which was provided in that interrogatory. In your response you stated that “removing
those rate changes which took place prior..., there appears to me to be no evidence of
any discernable trend...”

a) Please confirm that on Exhibit A there is a “discernable” pattern in elasticities for
Single-Piece and Workshare, between the R97-1 and R2005-1 rate cases.

b) Do the new variables such as employment, declining employment time trend, and
Internet experience variables, explain why the elasticity for Single-Piece has
drastically dropped since R2001-1 and for workshared has risen significantly? If
your answer is “yes”, please fully explain why. If your answer is “no”, please
explain in detail what factor(s) are causing these shifts and increasing divergence
between the two FCLM mailstreams.

c) Please refer to the Exhibit A. While you as a USPS witness on demand equation
estimations “...have never provided any testimony regarding price elasticity,...”
please explain what factor(s) may have caused over the R76-1 to R2005-1 rate
cases a “discernable” downward trend in FCLM in USPS-sponsored rate case
elasticity research.

RESPONSE:

a. Not to be argumentative, but | really don't see it.

b. Yes. Please see my response to ABA&NAPM/USPS-T7-2.

c. The First-Class letters demand equation used by the Postal Service in R76-1 is

beyond the scope of my testimony. My testimony did not consider the demand for First-

Class letters prior to 1983.
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GCA/USPS-T7-13.

Please refer to the table for the unit root tests you provided in your response to
GCA/USPS-T7-3.d.

a)

b)

Please confirm that for Single-Piece and workshared FCLM, there is
unquestionable evidence of non-stationarity under all three unit root tests,
“Constant and Trend,” “Constant and no Trend,” and “no Constant no Trend.”

Please confirm whether your non-stationary dependent variable (volume for
single-piece or volume for workshared) and a time trend variable you have
included for employment would lead to spurious results. If confirmed, explain
how this might have affected your results with respect to (i) the R-squared; (ii) the
estimated coefficients; (iii) the coefficients’ standard error of estimates; (iv) the t-
tests. If not confirmed, please explain why.

Please confirm whether your non-stationary dependent variable (volume for
single-piece or volume for workshared) and the employment variable would lead
to spurious results. If confirmed, explain how this might have affected the results
with respect to (i) the R-squared; (ii) the estimated coefficients; (iii) the
coefficients’ standard error of estimates; (iv) the t-tests. If not confirmed. please
explain why.

RESPONSE:

a. Not confirmed. The null hypothesis of the Dickey-Fuller tests which were provided in

response to GCA/USPS-T7-3(d) is the presence of unit roots (i.e., that the data are not

stationary). In the cases of First-Class single-piece and workshared letters, the test

statistics exceeded the critical values for all six tests presented. In each of these cases,

this means that the null hypothesis — i.e., the existence of unit roots— can be rejected

with 95 percent confidence. That is, the Dickey-Fuller tests presented in response to

GCA/USPS-T7-3(d) provide evidence that these mail volumes are stationary.

b. Not confirmed. As explained in my response to part a. above, First-Class letters

volumes are stationary.

c. Not confirmed. See my responses to parts a. and b.
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GCA/USPS-T7-14.
Please refer to your LR-K-64, file R2005data.x|s worksheet Eviews.

a) Please confirm that this worksheet provides all the data that was used in your
estimation after all adjustments and log transformations.

b) Please confirm that using data in this worksheet and calculating the correlation
between single piece volume (BGVOL0O1SP) and employment variable
(EMPLOY) yields a value of 0.676. If not confirmed, please provide the correct
correlation for these two variables.

c) Please confirm that the correlation value given in part (b) is high enough to infer it
is due to trends in these two variables that it should be a concern with respect to
spurious results in the econometric estimation of the model. If not confirmed,
please explain the theoretical and empirical rationale that this is not a spurious
result.

d) Please confirm that the following graph based on your own data from the Eviews
worksheet referenced above is correct.

Single-Piece Volume vs Employment
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e) Given the information in parts (b) - (d), can you still confirm that including the
employment variable in your model would not result in spurious results. If
confirmed, please provide textbook evidence to prove that it is not spurious
(academic citations, mathematical prove, econometric, numerical, or any other
proves). If not confirmed, please explain whether your estimation results for
demand elasticities, in light of the apparent spurious nature of some of your

321
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variables and your response to GCA/USPS-T7-3.c, would make sense and are
econometrically correct.

RESPONSE:

a. Confirmed.

b. By my calculation, the simple correlation between BGVOLO1SP and EMPLOY using
all of the data presented in R2005Data.xIs is -0.676. However, the First-Class single-
piece letters demand equation presented in my testimony uses a sample period of
1983Q1 - 2005Q1 and models First-Class single-piece letters volume as a function of
employment lagged one quarter. The simple correlation between BGVOLO0O1SP and

EMPLOY, lagged one quarter, from 1983Q1 through 2005Q1 is -0.497.

c. Not confirmed. It is certainly true that mis-specifying a demand equation can lead to
spurious results and this problem can be particularly true when an explanatory variable
shares a common trend with the dependent variable of interest despite a lack of a
theoretical basis for viewing this relationship as causal. This is not true, however. in this
case.

First, the theoretical basis for expecting a causal relationship between the United
States economy and First-Class Mail volume is quite strong and should be obvious.
The specific use of total private employment as the variable which is used to measure
this relationship in the single-piece First-Class letters equation was discussed in my
testimony at page 22, line 21, through page 23, line 7, which was quoted and expanded
upon in my response to your earlier interrogatory, GCA/USPS-T7-1.

Second, as is made quite obvious in the graph which you helpfully provide here, the
“‘common’” trend in single-piece First-Class letters volume and total private employment
(both per adult) is clearly negative. Hence, to the extent that this common trend could

lead to “spurious” results, it seems clear to me that one would expect such a “spurious”
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elasticity estimate to be negative. But, of course, the observed coefficient in this case is
positive (0.673 with a t-statistic of 5.794).

Finally, then, following up on my second point, the significant positive coefficient on
employment in the single-piece First-Class letters equation presented in my testimony
is, in fact, clear and compelling evidence that the relationship between single-piece
First-Class letters volume and private employment goes well beyond them simply
sharing a common trend. In fact, if one compares the change in single-piece First-Class
letters volume and employment relative to the same period the previous year (that is,
compared BGVOLO1SP — BGVOL0O1SP, lagged four quarters, with EMPLOY/(-1) -
EMPLOY(-1), lagged four quarters), one would find that (a) the correlation between
these two variables is strong and positive (simple correlation coefficient of 0.435), and
(b) neither of the resulting variables possesses an obvious trend.

Taking all of this evidence into account, therefore, | am quite confident that the
observed relationship between single-piece First-Class letters volume and employment

presented and discussed in my testimony is not “spurious.”

d. I am willing to assume that this graph accurately portrays what it purports to portray.

e. Confirmed. Please see my response to part c. above. | do not believe that any of

my results could properly be characterized as “spurious.”



324

RESPONSE OF POSTAL SERVICE WITNESS THRESS TO
INTERROGATORIES OF GCA

GCA/USPS-T7-15.

Please refer to your response to GCA/USPS-T7-3.a. In your response, you have stated
that, “It is sufficient condition, therefore, to have stationary dependent variables.”

a) Please confirm that your answer implies that only the dependent variable has to
be stationary and that the independent variables do not necessarily have to be
stationary. If confirmed, please provide citations from econometric texts to justify
your answer. If not confirmed, please explain how you used “Generalized Least
Squares.”

b) Please confirm that none of the variables you have used in your estimation are
first-differenced or are de-trended.

RESPONSE:

a. Not confirmed. Actually, my response does not imply that the dependent variable
“has to be stationary,” only that it is a sufficient condition, although this may arguably be
a bit of an over-statement. With respect to stationarity, Generalized Least Squares will
produce the best, linear, unbiased coefficient estimates so long as the regression
residuals are stationary. As | stated in my response to GCA/USPS-T7-3(e), Dickey-
Fuiler tests on the residuals from my regressions indicate the presence of no unit roots.
Hence, the necessary stationary conditions for Generalized Least Squares are satisfied

for every demand equation presented in my testimony.

b. Confirmed.
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VP/USPS-T7-1.

a. Please refer to your testimony at Table 1 (USPS-T-7, p. 9). Please confirm
that Table 1 indicates that the Postal own-price elasticity of Standard
(Commercial) ECR mail is estimated to be -1.093. If you do not confirm, please
provide the correct figure for own-price elasticity.

b. Please refer to your testimony (USPS-T-8) in Docket No. R2001-1. Please
confirm that the Postal own-price elasticity of Standard (Commercial} ECR mail
was estimated to be -0.770 in Docket No. R2001-1 (USPS-T-8, p. 50, li. 16-

17). if you do not confirm, please provide the correct figure for own-price
elasticity.

C. If the amounts for the Postal own-price elasticity of Standard (Commercial)
ECR mail in parts a and b are correct, please confirm that the Postal own-price
elasticity of Standard (Commercial) ECR mail in the current docket represents
approximately a 41.9 percent increase over the amount indicated in Docket No.
R2001-1. Otherwise, please provide the correct percentage increase.

RESPONSE
a. Confirmed.
b. Confirmed

C. Confirmed that the number 1.093 is 41.9 percent greater than the number
0.770.
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VP/USPS-T7-2.

a. Please refer to your testimony at Table 1 (USPS-T-7, p. 9). Please confirm
that Table 1 indicates that the Postal own-price elasticity of Standard
(Commercial) Regular mail is estimated to be -0.267. If you do not confirm,
please provide the correct figure for own-price elasticity.

b. Please refer to your testimony (USPS-T-8) in Docket No. R2001-1. Please
confirm that the Postal own-price elasticity of Standard (Commercial) Regular
mail was estimated to be -0.388 in Docket No. R2001-1 (USPS-T-8, p. 49, Il. 9-
10). If you do not confirm, please provide the correct figure for own-price
elasticity.

C. If the amounts for the Postal own-price elasticity of Standard (Commercial)
Regular mail in parts a and b are correct, please confirm that the Postal own-
price elasticity of Standard (Commercial) Regular mail in the current docket
represents approximately a 31.2 percent decrease from the amount indicated in
Docket No. R2001-1. Otherwise, please provide the correct percentage
decrease.

RESPONSE
a. Confirmed.
b. Confirmed

o Confirmed that the number 0.267 is 31.2 percent less than the number
0.388.
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VP/USPS-T7-3.

a. Please refer to your testimony at Table 1 (USPS-T-7, p. 9). Please confirm
that Table 1 indicates that the Postal own-price elasticity of Standard bulk
nonprofit mail (including both the Standard Nonprofit Regular and Standard
Nonprofit ECR subclasses) is estimated to be -0.319. If you do not confirm,
please provide the correct figure for own-price elasticity.

b. Please refer to your testimony (USPS-T-8) in Docket No. R2001-1. Please
confirm that the Postal own-price elasticity of Standard bulk nonprofit mail
(including both the Standard Nonprofit Regular and Standard Nonprofit ECR
subclasses) was estimated to be -0.230 in Docket No. R2001-1 (USPS-T-8, p.
51, 1l. 17-18). If you do not confirm, please provide the correct figure for own-
price elasticity.

C. If the amounts for the Postal own-price elasticity of Standard Nonprofit
ECR mail and Standard Nonprofit Regular mail in parts a and b are correct,
please confirm that the Postal own-price elasticity of Standard Nonprofit Regular
mail and Standard Nonprofit ECR mail in the current docket represents
approximately a 38.7 percent increase over the amount indicated in Docket No.
R2001-1. Otherwise, please provide the correct percentage increase.

RESPONSE
a. Confirmed.
b. Confirmed

C. Confirmed that the number 0.319 is 38.7 percent greater than the number
0.230.
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VP/USPS-T7-4.

a. Please refer to your testimony at Table 1 (USPS-T-7, p. 9). Please
confirm that the following volumes for Standard (Commercial) ECR mail are
correctly indicated in Table 1:

Volume
Year (millions of pieces)
Base Year 2004 30,345.448

Test Year 2006 (Before Rates)  33,328.906
Test Year 2006 (After Rates) 32,187.100

b. Please refer to your testimony (USPS-T-7) at page 100 (ll. 19-23) which
states:

The Test Year before-rates volume for Standard ECR is 33,328.906
million pieces, a 9.8 percent increase from GFY 2004. The Postal
Service’s proposed rates in this case are predicted to reduce the Test
Year volume of Standard ECR mail by 3.4 percent, for a Test Year after-
rates volume forecast for Standard ECR mail of 32,187.100 million.
[USPS-T-7, p. 100, Il. 19-23, emphasis added.]

Please confirm that the Postal Service’s proposed rate increase for Standard
(Commercial) ECR mail of 5.6 percent in the present case is predicted to result
in lost volume of 1,141.806 million pieces (j.e., 33,328.906 less 32,187.100),
or a decrease of 3.4 percent, of Standard (Commercial) ECR mail in Test Year
2006.

C. The total volume of Standard (Commercial) ECR mail (see part a above)
and Standard Nonprofit ECR mail for Test Year 2006 after-rates is as follows:

Volume

(millions of pieces)
Standard (Commercial) ECR 32,187.100
Standard Nonprofit ECR 3,128.857
Total 35,315.957

Witness Robinson (USPS-T-27), in Exhibit USPS-27B of her testimony,
indicates that the contribution of Standard (Commercial) ECR mail and Standard
Nonprofit ECR mail is $3,575,995,000, or 10.13 cents per unit (i.e.,
$3,575,995,000 / 35,315,957,000 = $0.1013 per unit).

Please confirm that the reduction in volume that you project of 1,141.806

million pieces of Standard (Commercial) ECR mail corresponds to a decrease of
about $115,616,081 in the contribution from Standard (Commercial) ECR mail
from that lost volume. If you cannot confirm, please state the lost contribution



RESPONSE OF POSTAL SERVICE WITNESS THRESS TO
INTERROGATORIES OF VAL-PAK

from this lost volume.
RESPONSE

a. Confirmed.

b. Confirmed

C. Re-directed to Postal Service witness Maura Robinson.

N

\O
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VP/USPS-T7-5.

a. Please refer to your testimony at Table 1 (USPS-T-7, p. 9). Please confirm
that the following volumes for Standard (Commercial) Regular mail are correctly
indicated in Table 1:

Volume
Year (millions of pieces)
Base Year 2004 50,776.236

Test Year 2006 (Before Rates) 56,985.773
Test Year 2006 (After Rates) 56,478.638

b. Please refer to your testimony (USPS-T-7) at page 94 (ll. 22-26), which
states:

The Test Year before-rates volume for Standard Regular mail is
56,985.733 million pieces, a 12.2 percent increase from GFY 2004. The
Postal Service’s proposed rates in this case are predicted to reduce the
Test Year volume of Standard Regular mail by 0.9 percent, for a Test
Year after-rates volume forecast for Standard Regular mail of
56,478.638 million. [USPS-T-7, p. 94, . 22-26, emphasis added.]

Please confirm that it is estimated that the Postal Service's proposed rate
increase for Standard (Commercial) Regular mail of 5.6 percent in the present
case will result in a decrease of 507.135 million pieces of Standard
(Commercial) Regular mail in Test Year 2006 (i.e., 56,985.773 less
56,478.638).

c. The total volume of Standard (Commercial) Regular mail and Standard
Nonprofit Regular mail for Test Year 2006 after-rates is as follows:

Volume

(millions of pieces)
Standard (Commercial) Regular 56,478.638
Standard Nonprofit Regular 12,289.469
Total 68,768.107

Witness Robinson (USPS-T-27), in Exhibit USPS-27B of her testimony,
indicates that the contribution of Standard (Commercial) Regular mail and
Standard Nonprofit Regular mail is $5,434,229, or 7.9 cents per unit (i.e.,
$5,434,229,000 / 68,768,107,000 = $0.079 per unit). Please confirm that the
reduction in volume that you project of 507.135 million pieces of Standard
(Commercial) Regular mail corresponds to a decrease of about $40,075,085 in
the contribution from Standard (Commercial) Regular mail. If you cannot
confirm, please state the lost contribution form this lost volume.



RESPONSE OF POSTAL SERVICE WITNESS THRESS TO
INTERROGATORIES OF VAL-PAK

RESPONSE
a. Confirmed.
b. Confirmed

C.

Re-directed to Postal Service witness Maura Robinson.
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MR. KOETTING: Mr. Chairman, before we do that, I
do want to mention one point. On the designated written
cross-examination, we, last evening, submitted a request for
calculation on the procedures with the designation of
subparts.

There are instances in which parties did designate
only a portion of Witness Thress’s response to an
interrogatory. It’s our understanding that whether or not
that practice is something that should be allowed, and
that’s what our motion 1s seeking to clarify, even if it
were to be allowed, we would have the ability to
counterdesignate the entire response. We have done so 1n
every instance in which some party has designated only a
portion, so the packet now has complete answers for every
guestion that was designated, and we did that after
discussion with your general counsel to put the transcript
in the best order possible. So that’s what the packet that

I am handing to the reporter now contains. I Jjust want to

make sure that everyone was clear on --

CHAIRMAN OMAS: We‘re clear on that. All right.
Thank you, Mr. Koetting.

We now turn to those witnesses for whom cross-
examination has been requested. Mr. Tidwell, would you
please identify the next Postal Service witness so I can
swear her in, please?

Heritage Reporting Corporation
(202) 628-4888
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MR. TIDWELL: With your indulgence, Mr. Chairman,
could we have just one minute, but it will be Maura
Robinson?
{(Pause.)
CHAIRMAN OMAS: Would you please remain standing?
Whereupon,
MAURA ROBINSON
having been duly sworn, was called as a witness
and was examined and testified as follows:
CHAIRMAN OMAS: Please be seated.
(The document referred to was
marked for identification as
Exhibit No. USPS-T-27.)
DIRECT EXAMINATION
BY MR. TIDWELL:

Q Ms. Robinson, on the table before you in the
corner here are two copies of a document entitled the
"Direct Testimony of Maura Robinson on behalf of the United
States Postal Service." It has been designated for purposes
of this proceeding as USPS-T-27. Was that document prepared
by you or under your supervision?

A Yes, it was.

Q If you were to give the contents of that document
today as your oral testimony today, would it be the same?

A Yes, 1t would be.

Heritage Reporting Corporation
(202) 628-4888
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MR. TIDWELL: Mr. Chairman, the Postal Service
moves into evidence the direct testimony of Maura Robinson.

CHAIRMAN OMAS: Is there any objection?

(No objection.)

CHAIRMAN OMAS: Hearing none, I will direct
counsel to provide the reporter with two copies of the
corrected direct testimony of Ms. Rcbinson. That testimony
is receilved into evidence. However, as is our practice, it
will not be transcribed.

(The document referred to,
previously identified as
Exhibit No. USPS-T-27 was
received in evidence.)

CHAIRMAN OMAS: Ms. Robinson, have you had the
opportunity to examine the packet of designated written
cross-examination that was made available to you in the
hearing room this morning?

THE WITNESS: Yes, I have.

CHAIRMAN OMAS: If the guestions contained in that
packet were posed to you orally today, would your answers be
the same as those previously provided in writing?

THE WITNESS: Yes, they would be, with the
following exceptions. MMA/USPS-T-27-2, we substituted the
revision from June 27th. MMA/USPS-T-27-3, we substituted
the revision from June 27th. Val-Pak VB/USPS-T-27-22, on

Heritage Reporting Corporation
(202) 628-4888
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the second page, there is a numbering error. You should
delete the number B on the first line and renumber the
following paragraphs: Renumber C on line 3 as B; D on line
6 as C; E on line 12 as D; F on line 18 as E. Those changes
have been made in the packets.
CHAIRMAN OMAS: Counsel, would you please provide
two copies of the corrected designated written cross-
examination of Witness Robinson to the reporter? That
material is received into evidence and is to be transcribed
into the record.
{(The document referred to,
previously identified as
Exhibit No. USPS-T-27 was
received in evidence.)
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORY OF ABA&NAPM

ABA&NAPM/USPS-T27-1.

On page 6 of your testimony starting at line 9, you state “The escrow costs that
underlie this request are not volume-variable and cannot be found to be “costs...
attributable to ...[a] particular class of mail.”

a. In light of this, please confirm that it is not any intra-subclass volume
variable cost, but only costs in general, both attributable and institutional,
that matter for the rates proposed in this case.

b. In light of the escrow rationale for this case, would it be appropriate to
raise or lower any particular rate proposed within the structure of USPS
“settlement rates” on the grounds that its particular volume variable costs
did not justify the rate proposed?

c. Were the Commission to raise any of the proposed settlement rates given
the escrow rationale for the case, would the extra burden on that rate
category be inequitable in that more costs would be borne by that rate
category in helping meet a strictly non-class specific revenue need, i.e.
the escrow?

d. Were the Commission to lower any of the proposed settlement rates given
the escrow rationale for the case, would the reduced burden on that rate
category be inequitable in that fewer costs would be borne by that rate
category in helping meet a strictly non-class specific revenue need, i.e.
the escrow?

RESPONSE:

a. Confirmed that the objective of this case is to recover the
Congressionally-mandated escrow obligation (an institutional cost)
through a 5.4 percent across-the-board increase in rates. Confirmed also
that this proposal does not adjust rates based on changes in inter- or
intra-class cost relationships with the exception of Registered Mail and

Periodicals Applications Fees. For these two special services, a greater-

than-average fee increase was proposed due to the section 3622(b)(3)
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TO INTERROGATORY OF ABA&NAPM

RESPONSE TO ABA&NAPM/USPS-T27-1 (continued):

requirement that rates and fees cover the attributable costs of providing
the service.

b. No. The Postal Service is attempting to reach settlement based on the
rates proposed in this case.

c. — d.

Under the ratemaking provisions of Title 39, the rates and fees

recommended by the Commission must be “fair and equitable.” 39 USC
3622(b)(1). | expect that rates and fees recommended by the

Commission will meet this requirement.

341



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORY OF ABA&NAPM

ABA&NAPM/USPS-T27-2.

a. Please confirm in your Exhibit USPS-27B that the cost coverage of
331.9% listed for First Class presort mail is the highest of any mail
category for which you calculate a TY2006 cost coverage on that Exhibit.

b. Please confirm that whether one uses the Postal Service’s “cumulative
passthrough percentages” or the Commission’s “incrementai passthrough
percentages” on discounts relative to costs avoided for various rate
categories for workshared FCLM, and whether or not you use the volume
variability methodology of the Postal Service of the Commission, under
your proposed rates for TY2006 the highest per piece cost contribution to
the Postal Service’s institutional costs of any mail category for which you
calculate a TY2006 cost coverage in your Exhibit USPS-27B is First Class
workshared mail.

c. Please confirm that were any of the passthroughs for workshared FCLM
to be reduced by the Commission in this case by raising any workshared
FCLM rates beyond what you have proposed, the cost coverage for
workshared FCLM would be even higher than your calculate 331.9.

RESPONSE:

a. Confirmed. Please note that the cost coverage for Presorted and
Automation First-Class Mail Letters is 331.8 percent. Revised Exhibit
USPS-27B, filed June 10, 2005.

b. Not confirmed. Presort and Automation First-Class Mail Letters has the

highest test-year-after-rates cost coverage on a percentage basis for any

rate category shown on Exhibit USPS-27B. As shown in the response to
MMA/USPS-T27-1(b), this is also the case if Exhibit USPS-27B is
recalculated using the Postal Rate Commission’s costing methodology.
However, on a dollars-per-piece basis, the cost coverage for several

subclasses is higher than that of Presorted and Automation First-Class
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TO INTERROGATORY OF ABA&NAPM

RESPONSE TO ABA&NAPM/USPS-T27-2 (continued):

Mail Letters. For example, using the Postal Service costing methodology, the
cost coverage measured in dollars-per-piece for Express Mail is $7.81 as
compared to the cost coverage in dollars-per-piece for Presorted and
Automation First-Class Mail Letters of $0.22. Exhibit USPS-27B (revised,
filed June 10, 2005).

c. Confirmed if (1) costs and cost avoidances were calculated using the
same methodology and benchmarks as proposed by the Postal Service
and (2) the Commission recommended the single-piece, first-ounce First-
Class Mail rate proposed by the Postal Service, and (3) the Commission
recommended all other rates (e.g., additional ounce rates) proposed by

the Postal Service.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORY OF GREETING CARD ASSOCIATION
Revised Again: June 27, 2005

GCA/USPS-T27-1.

Please consider the chart attached below, which shows the history of CRA cost
segment 3.1 direct unit costs for mail processing labor for First Class single piece
mail. And for 2005 and 2006, adds estimates for those costs made by the Postal
Service in this rate case.

a. In arate case in general, would the observed decline in the attachment in
mail processing unit costs for single piece FCM be one factor you would
consider in deciding on the rate for First Class single piece letter mail?

b. In this rate case, did you take the observed trend in the attachment into
account in any way in proposing the First Class single piece rate?

c. In this rate case, were you aware of the trend observed in the attachment
when you settled upon your 39 cent proposed rate?

d. In the next rate case, if any, assuming the observed trend were to be
realized, is that a factor you would take into consideration in proposing a
rate for single piece First Class letters?
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TO INTERROGATORY OF GREETING CARD ASSOCIATION
Revised Again: June 27, 2005

GCA/USPS-T27-1 {continued):

First-Class Mal Processing Unit Altributable Cost
(Certs per Plece)

1992” 1993 1953” 1995" 1996 t997” 1998 1999 2000 2001 2002 2003 2004 2005 2006
fF wst Class Mant .
Single-Prece Leters and Pas 758 726 23] 815 829 876 862 943 948 957 807 832  8a8  gar 930
Perc ertage Change . S 56a% £ 26% 162% 5 E9% 158% 844%  048% GBA% -516% 278% 165% -072% 1 21%|

MNote' First Class Mail Processing Unst Ammbutable Cost - Direct Mal Processing L abor Cost t Velume

Sources

Fiscal Years 1997 through 2003 USPS, Cost and Revenua Analysis ana Cost S eqments and C omponants

Base Year 2004 R2005 7 USPSLRK-4, Cost Segmens ang Componente 80 Reponts ang vokrmie om R2005 1 USES T.7 USPS LR K. 115 Exnbit USPS TA Fage 1

Year 2005 anc Test Year 2006 Aker Rates R20051 USFS T.10. Cost Segments and Compocents C80 Peports ang volume rom R2005 1 USFST.7 USPSLR-K 115 £ atutwt U5FS JA T
Mail Processing L aboris Cost Segmank 3 3 Mart Frocese Dirert t abor

First-Class Mai Processing Unit Attributable Cost for Single Piece
1200 - - :
i
E
1000 ‘
7.‘-)»/"_/_,_.—7’ '
800 e
- - .
o .
-
a
a 600 i
£
(8]
400
200 4
000 -
1992 1993 1994 1995 1996 1937 1998 1989 2000 2001 2002 2003 2004 2005 2006

RESPONSE:

a. Yes, relative changes in costs for a subclass or rate category are
considered in rate cases, in general.

b. —c.
I was aware of the trends in mail processing costs for First-Class Mail
when the 39-cent proposed rate for single-piece First-Class Mail weighing
one ounce or less was developed. However, as discussed in my

testimony, in this case, the Postal Service is proposing a 5.4 percent,
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TO INTERROGATORY OF GREETING CARD ASSOCIATION
Revised Again: June 27, 2005

RESPONSE to GCA/USPS-T27-1 (continued):

across-the-board rate increase for the sole purpose of recovering the
Congressionally-mandated escrow requirement. Because the escrow
requirement is not affected by mail processing costs for single-piece, First-
Class Letters, changes in these costs were not used to adjust this rate
proposal.

d. Yes, trends in mail processing costs for First-Class Mail — both single-
piece and presorted -- will be considered when rates are proposed in a

future docket.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF THE GREETING CARD ASSOCIATION
REDIRECTED FROM WITNESS POTTER

GCA/USPS-T1-1. In your testimony at page 2, starting at line 18, you state “We
currently face serious economic and operational challenges. The need to raise
rates prematurely for any reason will not help us meet them, and will burden our
customers and the economy.” In the same manner, you stated publicly and in
greater detail at recent Senate Committee hearings on postal reform: “Electronic
diversion continues to erode First-Class Mail volume, this product will become
more price-sensitive than ever. Higher rates will likely increase the pace of
change, accelerating the volume decline, resulting in falling revenue . . . *.

a. Do you understand your statement at the Senate Committee hearings on
postal reform to be what economists call a situation of absolute own price
elasticity with a value greater than the absolute value of -1?

b. Why is the Postal Service proposing to raise rates at all for FCM in this
case if it believes the lost volume from the increase will reduce, rather
than raise, revenue for the Postal Service?

c. Do you agree that USPS witness Thress and you cannot both be correct
in assessing the true value of the own price elasticity for the FCLM
subclass?

d. How do you reconcile your statement above at the Senate Committee
hearings on postal reform with the “rate case elasticity” submitted by
USPS witness Thress in this case, which shows an own price elasticity for
FCM below the absolute value of —1, albeit higher than the relatively
inelastic rate case elasticity for FCM that he submitted in last rate case?

e. Is your statement at the Senate Committee hearings on postal reform and
in your testimony as referenced above one of the reasons the Postal
Service considered phased rates preparatory to filing this case, i.e. to
avoid a highly publicized double digit increase in the face of increasingly
elastic demand conditions in FCM?

f. Are there other elasticity perspectives than those proffered by rate case
witnesses of which you or any staff advising you are aware which have
helped inform your opinion of the issues? If so, please provide all such
materials, including, but not limited to, materials developed under the
direction of Margaret Crenshaw within the USPS or any individuals or
groups outside USPS, other internal source(s) or external source(s).



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF THE GREETING CARD ASSOCIATION
REDIRECTED FROM WITNESS POTTER

RESPONSE to GCA/USPS-T1-1:

In his April 14, 2005 testimony before the Senate Committee on
Homeland Security and Governmental Affairs, witness Potter was not discussing
the empirical estimation of own-price elasticities. Witness Potter testified on the
Postal Service's long-term financial and operational outlook. These concerns
are not solely focused on FY 2006 (the test year in this docket) but rather look at
the longer term. | see no inherent contradiction with the fact that a measured
price increase may produce a net increase in contribution and the concern that
raising prices is not always the preferred or optimal solution for every given
circumstance. In this instance, the Postal Service believes a measured across-
the-board increase is the most appropriate means to meet the escrow
requirement. However, the long-term viability of almost any organization is not
its ability to unilaterally raise prices. Instead, it is the ability of the organization to
provide the products or services its customers or constituents need at
reasonable prices.

a. Holding all else constant, if the own-price elasticity for a product is greater
than one in absolute value, then total revenue will decrease if the price of
the product increases. However, the cited section of witness Potter’'s
Senate testimony does not discuss a circumstance where all else is held
constant. Witness Potter discusses a scenario where electronic diversion

reduces the demand (shifts the demand curve) for First-Class Mail. This
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF THE GREETING CARD ASSOCIATION
REDIRECTED FROM WITNESS POTTER

RESPONSE to GCA/USPS-T1-1 (continued):

scenario may be associated with, for instance, changes in the actual or
perceived substitutability of electronic messages for First-Class Mail. This
effect is modeled by witness Thress who states *

The Internet has had a very strong negative effect on First-Class

single-piece letters volume, explaining annual losses that have
averaged 4 percent per year for nearly a decade.

USPS-T-7 at 55. Even with the consideration of the effect of electronic
diversion as measured by witness Thress, the estimated test-year
elasticity of demand for First-Class Mail is less than one in absolute value.

b. As shown in Exhibit USPS-27A and Exhibit USPS-27B, | do not believe
that the proposed increase in First-Class Mail rates will reduce revenue for
the Postal Service. Test-year revenues from First-Class Mail are
projected to increase by $1.4 billion. This projected revenue increase
incorporates the volume reduction that occurs as a resulit of the proposed
increase in rates.

c. See the response to (a) above. In addition, witness Potter’'s Senate
testimony focuses on a longer period than does witness Thress'’s
testimony.

Witness Potter's Senate testimony discusses the long term performance
of the Postal Service beginning with postal reorganization and focusing on
the Postal Service’s success in addressing more recent concerns

expressed by the General Accountability Office, Congress and others. He
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF THE GREETING CARD ASSOCIATION
REDIRECTED FROM WITNESS POTTER

RESPONSE to GCA/USPS-T1-1 (continued):

specifically notes “[tlhe future of America’s postal system, however, will
depend on much more than the next rate case” and continues to discuss
long term planning initiatives including the Strategic Transformation Plan
2006-2010. On the other hand, witness Thress'’s testimony including the
elasticity estimates are focused on the test year.

d. See the response to part (c).

e. As discussed in the Postal Service’s testimony, in this docket, witness
Potter determined that the escrow requirement could be best met through
an across-the-board rate request, not a “phased rate increase” or any
other possible rate proposal.

f. The only estimates of elasticity relied upon in the preparation of this rate
case were those provided by witness Thress in his testimony. | have been
unable to locate any other elasticity estimates pfepared “within the USPS
or [by] any individuals or groups outside USPS, other internal source(s) or

external sources(s)” for the Postal Service.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORY OF GREETING CARD ASSOCIATION
REDIRECTED FROM WITNESS POTTER
Revised: June 22, 2005
GCA/USPS-T1-2. In your testimony at page 2, starting at line 18, you state “We
currently face serious economic and operational challenges. The need to raise
rates prematurely for any reason will not help us meet them, and will burden our
customers and the economy.” In the same manner, you stated publicly and in
greater detail at recent Senate Committee hearings on postal reform: “Declining
First-Class Mail volume, coupled with a market shift from higher-margin to lower
margin products, will result in insufficient revenue to support our infrastructure
and the costs of an ever-expanding delivery network.” In a letter to Sen. Susan
Collins dated February 24, 2005, USPS Board of Governors, Chairman James
C. Miller Ill stated: “On the other hand, the Service faces significant challenges.
Its decades-old business model, in which a continually-growing First-Class Mail
volume with its large per-piece contribution defrays the major portion of
infrastructure costs, is no longer valid.”

a. Are your statements consistent with that of Chairman Miller? If your
answer is not an unqualified “yes,” please explain.

b. Please state specifically what “lower-margin products” you are referring to
by subclass.

c. Combined with your statement about increasing elasticities in FCM, isn't
the inevitable conclusion of the points made above that today's lower
margin volume drivers for the Postal Service will have to have larger per-
piece contributions than at present, while FCM will have to have lower
per-piece contributions than at present? Please explain fully your answer.

d. Do you agree that the proposed across the board rate increase in this
case, whatever its merits on other grounds, does not address the relative
rate issues implied by the above statements?

e. When does the Postal Service plan on starting to address the relative per-
piece contribution issues raised in the above statements insofar as rate
setting is concerned?

f. Would you agree that if per piece contributions are lowered for FCM, and
raised for Standard, some Standard mail that is price inelastic may
migrate to FCM, thus helping to ameliorate the current decline in FCM
volume?

g. Is rapid growth from targeted advertising FCM at relatively higher per
piece contributions to overhead, albeit lower than current, combined with
higher-than-current per- piece contributions from advertising mail that
remains in the Standard Class the most likely new business model that
the USPS will need to adopt to remain financially viable? Please explain
fully your answer.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORY OF GREETING CARD ASSOCIATION
REDIRECTED FROM WITNESS POTTER

Revised: June 22, 2005

GCA/USPS-T1-2 (continued):

h. Was any costs benefit test applied to the question whether the costs of
avoiding the issues raised in a. through g., above, were worth the benefits
of an across-the-board revenue raising initiative that does not address
those issues? If your answer is not an unqualified “no,” please describe
that test fully and state the conclusions it yielded.

RESPONSE:

a. Yes. | believe the statements of witness Potter and Chairman Miller are
consistent.

b. The context of the quote suggests that witness Potter was discussing
products with lower cost coverages (“lower margins”) than the First-Class
Mail Letters and Sealed Parcels subclass. The estimated test-year-after-
rates cost coverage for the First-Class Mail Letters and Sealed Parcels
subclass is 229.8 percent. All other subclasses with the exception of
Standard Mail Enhanced Carrier Route have lower cost coverages.
Exhibit USPS-27B. While | do not believe that any subclass would be
exempted from a future rate increase, the volume growth of Standard Mail
Regular in contrast to the decline in First-Class Mail Letters would suggest
that this subclass might be one possible source of additional contribution.

c. No. The quoted statement suggests that the decline in First-Class Mail
Letters volume and the possible resulting decline in total contribution from
this subclass will need to be offset. However, | cannot reach the
conclusion that First-Class Mail Letters subclass per-piece contribution will

necessarily decline, it may remain constant or even increase somewhat



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORY OF GREETING CARD ASSOCIATION
REDIRECTED FROM WITNESS POTTER

Revised: June 22, 2005

RESPONSE to GCA/USPS-T1-2 (continued):

depending on the Postal Service’s evaluation of the circumstances

surrounding a future rate request. In addition, while larger per-piece

contributions may be necessary from other subclasses, the need for any such
increases may be, in part, offset by volume growth.

d. Yes.

e. The Postal Service considers the full context in which pricing decisions
are made and develops a pricing proposal that meets its revenue
requirement and that is consistent with the pricing criteria and other
statutory requirements of the Postal Reorganization Act. While the
structure of future rate proposals is unknown, | expect that the Postal
Service will consider all relevant factors, including those discussed in the
testimony of witness Potter and Chairman Miller in formulating its next
rate request.

f. No. Migration between Standard Mail and First-Class Mail would depend
on the relative prices of those products not the absolute per-piece
contribution. For example, it is possible that per-piece contribution for
First-Class Mail could decrease, per-piece contribution for Standard Mail
could increase and the actual prices for each of these products would be

the same.
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TO INTERROGATORY OF GREETING CARD ASSOCIATION
REDIRECTED FROM WITNESS POTTER
Revised: June 22, 2005

RESPONSE to GCA/USPS-T1-2 (continued):

g.

| do not know. It is unclear what hypothetical you are describing. This
question assumes future rates, rate relationships and changes that are
outside the scope of this docket.

No. The Postal Service did, however, evaluate this proposal within the
context of the nine pricing criteria and the unique circumstances
surrounding the escrow requirement as described in my responses to

VP/USPS-T27-1c and VP/USPS-T27-9e.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON

TO INTERROGATORY OF MAJOR MAILERS ASSOCIATION
Revised: June 27, 2005

MMA/USPS-T27-2

Please refer to your response to Interrogatory MMA/USPS-T27-1 B where you
provide TY 2006 postal finances using the Commission’s attributable cost
methodology.

A.

Please confirm that, in R2000-1 and R2001-1, the Postal Rate
Commission recommended rates for First-Class letters that resuited in
cost coverages of 179 and 192, respectively. If you cannot confirm,
please provide the correct cost coverages, explain how they were derived,
and provide complete references to all source materials used.

. Please confirm that the Postal Service's proposed rates in R2005-1 result

in a cost coverage for First-Class letters equal to 218. If you cannot
confirm, please provide the correct cost coverage, explain how it was
derived, and provide complete references to all source materials used.

Please confirm that, in R2000-1 and R2001-1, the Postal Rate
Commission recommended rates for First-Class letters that reflected
markup indices of 138 and 145, respectively. If you cannot confirm,
please provide the correct markup indices, explain how they were derived,
and provide complete references to all sources used.

Please confirm that the Postal Service’s proposed rates in R2005-1 result
in a markup index for First-Class letters equal to 148. If you cannot
confirm, please provide the correct markup index, explain how it was
derived, and provide complete references to all sources used.

. Please explain why the Postal Service’s proposed 5.4% across-the-board

rate increase significantly raises the cost coverage and markup index for
First-Class mail in this case.

RESPONSE

A.

B.

Confirmed. See the Attachment to MMA/USPS-T27-2, columns (1) and
(2).
Confirmed assuming the Postal Rate Commission costing methodology is

used. See the Attachment to MMA/USPS-T27-2, column (3).
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORY OF MAJOR MAILERS ASSOCIATION
Revised: June 27, 2005

RESPONSE TO MMA/USPS-T27-2 (continued):

C. Not confirmed. The markup index for First-Class Mail Letters and Sealed
Parcels subclass for the Commission’s recommended rates was 1.342 in
Docket No. R2000-1 and 1.420 in Docket No. R2001-1. See Docket No.
R2001-1, PRC Op. Appendix G at 37 and the Attachment to MMA/USPS-
T27-2, column (1) and (2).

D. Not confirmed. In this case, for the First-Class Mail Letters and Sealed
Parcels subclass, the Postal Service's rate proposal results in a markup
index of 1.450 using the Postal Service’s costing methodology and 1.497
using the Postal Rate Commission’s costing methodology. See the
Attachment to MMA/USPS-T27-2 columns (3) [PRC] and (4) [USPS]

E. The increase in the markup index for First-Class Mail Letters is not caused
by the across-the-board proposed rate increase. In the absence of other
changes in costs, an across-the-board rate increase will cause the markup
indices for the individual subclasses to move towards the average markup
index for the postal system as a whole.

While the increase in the cost coverage for First-Class Mail is, in
part, driven by the across-the-board rate increase proposed in this case,
this is not the sole reason for the increase. The increases in both the cost
coverage and the markup index for First-Class Mail Letters are in large
measure the result of successful efforts to control Postal Service costs

and may also be affected by changes in the characteristics of First-Class
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORY OF MAJOR MAILERS ASSOCIATION
Revised: June 27, 2005

RESPONSE TO MMA/USPS-T27-2 (continued):

Mail Letters. One result of the successful efficiency efforts is that, if the
escrow obligation did not exist, the Postal Service would have been able
to forgo a rate increase at this time. Instead, as discussed by witness
Potter, the sole reason this increase has been proposed is to recover the

Congressionally-mandated escrow obligation.
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Attachment to MMA/USPS-T27-2

Costing Methodology

R2000-1
PRC

]

REVISED 6/27/2005
Calculation of Markups and Markup Indices
Dockets No. R2000-1, R2001-1 and R2005-1

R2001-1
PRC
2)

First-Class Mail Letters and Sealed Parcels

Revenue
Costs

Cost Coverage
Markup

35,749,605

19,989,490
178.8%
78.8%

37,781,209
19,677,353
192.0%
92.0%

First-Class Mail Presorted and Automation Letters

Revenue

Costs

Implicit Cost Coverage
Implicit Markup

13,172,716

5,305,138
248.3%
148.3%

All Mail and Services

Revenue 68,789,970
Costs 43,336,799

Cost Coverage
Markup

Markup index FCM Letters
Implicit Markup index presort FCM Letters

Sources

158.7%
58.7%

1.342
2.525

(1

(3) App. Gat1
(b) App. G at 1
(e) App.Gat2
(f) App. Jat1
(i) App. Gat 1
(i)} App. Gat1

15,915,988
5,985,539
265.9%
165.9%

74,741,743

45,361,242
164.8%
64.8%

1.420
2.561

@)
App.Gat1
App. Gatt
App. Gat2
App. F at1
App. G at 1
App.Gat 1

R2005-1
PRC
(3)

35,901,564

16,453,261
218.2%
118.2%

15,382,830

4,912,741
313.1%
213.1%

72,463,782

40,486,419
179.0%
79.0%

1.497
2.698

(3
Exhibit USPS-27B*
MMAUSPS-T27-18
Exhibit USPS-278°
MMA/USPS-T27-18
Exhibit USPS-278°
MMA/USPS-T27-1B
* Revised 6/10/2005

R2005-1
UsSPS
(4)

35,901,564

15,621,298
229.8%
129.8%

15,382,830

4,636,166
331.8%
231.8%

72,463,782

38,236,154
189.5%
89.5%

1.450
2.589

4)
Exhibit USPS-27B*
Exhibit USPS-278°
Exhibit USPS-278"
Exhibit USPS-278"
Exhibit USPS-278°
Exhibit USPS-278°
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON

TO INTERROGATORY OF MAJOR MAILERS ASSOCIATION
Revised: June 27, 2005

MMA/USPS-T27-3

Please refer to your response to Interrogatory MMA/USPS-T27-1 B where you
provide TY 2006 postal finances using the Commission’s attributable cost
methodology. Please also refer to USPS witness Taufique’s response to
Interrogatory GCA/USPS-T28-1 where he states, in relevant part:

...although workshared First-Class Mail is not a subclass, the
proposal along the lines suggested in your question would cause
these workshare rate categories, which have an implicit cost
coverage exceeding all of the subclasses and whose unit cost has
in fact declined 2.8 percent (between FY2000 and FY2004), to bear
a disproportionate share of the escrow burden.

. Please confirm that, in R2000-1 and R2001-1, the Postal Rate
Commission recommended rates for First-Class workshared letters that
resulted in implicit cost coverages of 248 and 266 for, respectively. If you
cannot confirm, please provide the correct cost coverages, explain how
they were derived, and provide complete references to all source
materials used.

. Please confirm that, in R2005-1, the Postal Service’'s proposed rates for
First-Class workshared letters result in an implicit cost coverage equal to
313. If you cannot confirm, please provide the correct cost coverage,
explain how it was derived, and provide complete references to all source
materials used.

. Please confirm that, in R2000-1 and R2001-1, the Postal Rate
Commission recommended rates for First-Class workshared letters that
resulted in implicit markup indices of 260 and 261, respectively. If you
cannot confirm, please provide the correct markup indices, explain how
they were derived, and provide complete references to all source
materials used.

. Please confirm that, in R2005-1, the Postal Service has proposed rates for
First-Class workshared letters that result in an implicit markup index equal
to 267. If you cannot confirm, please provide the correct markup index,
explain how it was derived, and provide complete references to all sources
used.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORY OF MAJOR MAILERS ASSOCIATION
Revised: June 27, 2005

MMA/USPS-T27-3 (continued):

E. Please confirm that, according to USPS witness Abdirhaman’s workshare
R2005-1 cost savings analysis (as shown in LR-USPS-K-47), the Postal
Service’s proposed discounts for First Class workshared letters allegedly
exceed the purported cost savings. If you cannot confirm, please provide
the correct discounts and related cost savings, explain how they were
derived, and provide complete references to all source materials used.

F. Please explain why, in spite of increased discounts for First Class
workshared letters that allegedly exceed the purported cost savings, the
Postal Service's proposed 5.4% across-the-board rate increase in R2005-
1 would result in significant increases in the implicit cost coverage and
implicit markup index for such workshared mail.

RESPONSE
A. Confirmed. See the Attachment to MMA/USPS-T27-2, column (1) and (2).

B. Confirmed assuming the Postal Rate Commission costing methodology is
used. See Attachment to MMA/USPS-T27-2 column (3).

C. Not confirmed. In Docket No. R2000-1, the Postal Rate Commission
recommended an implicit markup for First-Class Mail Presorted and
Automation Letters and Sealed Parcels of 2.525. In Docket No R2001-1,
the Postal Rate Commission recommended an implicit markup for First-
Class Mail Presorted and Automation Letters and Sealed Parcels of 2.561.
See the Attachment to MMA/USPS-T27-2 columns (1) and (2).

D. Not confirmed. In this case, for the First-Class Mail Presorted and
Automation Letters and Sealed Parcels subclass, the Postal Service's rate
proposal results in an implicit markup index of 2.589 using the Postal

Service's costing methodology and 2.698 using the Postal Rate
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TO INTERROGATORY OF MAJOR MAILERS ASSOCIATION
Revised: June 27, 2005

RESPONSE TO MMA/USPS-T27-3 (continued):

Commission'’s costing methodology. See the Attachment to MMA/USPS-T27-
2 columns (3) [PRC] and (4) [USPS]

E. Confirmed.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORY OF MAJOR MAILERS ASSOCIATION

MMA/USPS-T27-4

Please refer to your response to Interrogatory MMA/USPS-T27-1 B where you
provide TY 2006 postal finances using the Commission’s attributable cost
methodology. Please also refer to page 9 of USPS witness Thress' direct
testimony where he provides estimated price elasticities for various categories of
mail.

A. Please confirm that, according to USPS witness Thress, the own price
elasticity for First-Class workshared letters has increased dramatically
from -.071 in R2001-1 (USPS-T-8, p. 22) to -.329 in R2005-1. If you
cannot confirm, please explain.

B. Please confirm that, according to USPS witness Thress, the own price
elasticity of - 329 for First-Class workshared letters is now higher than the

own price elasticity of -.267 for standard regular letters. If you cannot
confirm, please explain.

C. Please explain how you took into consideration the own price elasticity for
workshared letters, which has more than quadrupled, when determining
that the proposed 5.4% across-the-board rate increase, the resulting cost
coverage, and the resulting markup index were all fair and equitable
according to the standards established in Section 3622(B) of the Act.

RESPONSE:

A. Confirmed that the estimated elasticity for First-Class Mail workshared
letters in this docket is -0.329 and that this elasticity was estimated to be
-0.071 in Docket No. R2001-1. For an explanation of First-Class Mail
elasticity estimates, changes in elasticity, and how to interpret them,
please see witness Thress’s testimony, Section I1.B.7, *Understanding
First-Class Letters Price Elasticities” and witness Thress'’s response to
ABA&NAPM/USPS-T7-2.

B. Confirmed that the own-price elasticity of -0.329 for workshared First-
Class Mail is greater in absolute value than the own-price elasticity of

-0.267 for Standard Mail Regular subclass. But, for a fuller explanation,

N
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORY OF MAJOR MAILERS ASSOCIATION

RESPONSE TO MMA/USPS-T27-4 (continued):

please see the references to witness Thress’s testimony cited in the
response to part a above.

C. As indicated by witness Thress in his response to ABA&NAPM/USPS-T7-
2, a change in the estimated elasticity does not necessarily mean that the
actual elasticity has changed. In preparing any rate proposal, the Postal
Service reviews elasticity estimates as one measure of the economic
value of service, indicating how the volume of a product customers
purchases changes in response to a price change. Generally, the higher
the elasticity in absolute value, the lower the economic value of service. A
relatively low economic value of service would tend to support a lower
markup that would a higher economic value of service. However, in
addition to reviewing elasticity estimates, the Postal Service also reviews
the intrinsic value of service to both the sender and the recipient.
Elasticity estimates may not capture fully the value of service to the
recipient which also must be considered under section 3622(b).

In preparing this proposal, | did review the relative value of service
and the extent to which it was reflected in the current rates for workshared
First-Class Mail. | also considered the circumstances surrounding the

escrow obligation. On balance, given that the escrow requirement was



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORY OF MAJOR MAILERS ASSOCIATION

RESPONSE TO MMA/USPS-T27-4 (continued):

not a cost associated with the provision of mail services, the decision was
made that an across-the-board increase to recover the escrow obligation

was the most fair and equitable approach in this docket.
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RESPONSE OF UNITED STATS POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORY OF MAJOR MAILERS ASOCIATION

MMA/USPS-1. Please refer to the response to Interrogatory MMA/USPS-
T21-16 (redirected from USPS witness Abdirahman) where you discuss the
relationship of PostalOne! cost savings with workshare cost savings. You state,

in part,

While PostalOne! may facilitate worksharing, installation of PostalOne! in
and of itself does not consist of “worksharing.” “Worksharing” includes
presortation, making mail automation compatible, and dropshipping mail
closer to destination and generally involves customers performing work
that the Postal Service would otherwise do. To the extent that PostalOne!
customers perform worksharing activities, the costs avoided by that
worksharing are incorporated in the cost avoidance models presented by
witnesses Abdirahman, Miller and Mayes. However, these models do not
explicitly distinguish worksharing performed by PostalOne! customers
from worksharing performed by other customers.

A.

Please confirm that, to the extent PostalOne! cost savings are
reflected in the mail flow models presented by USPS witnesses
Abdirahman, all First-Class workshare mailers are given equal
credit (on a per piece basis) for those cost savings. If you cannot
confirm, please explain.

If First-Class workshare mailers perform work that would ordinarily be
performed by Postal employees as a result of the employment of
PostalOne!, why do you not consider this a form of worksharing?

If First-Class workshare mailers can dropship their mail closer to the
destination saving both dock transfer and transportation costs, why
do you not consider this a form of worksharing?

Why is it fair and equitable to give all First-Class workshare mailers
partial credit for work performed by only 38 mailers that allows the
Postal Service to save significant amounts of money per year?

RESPONSE:

A.

Not confirmed. As noted in the original response, the use of
PostalOne! facilitates worksharing, it is not considered worksharing, in
and of itself. Witness Abdirahman estimates costs avoided when

specified worksharing activities (presorting, making mail automation
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TO INTERROGATORY OF MAJOR MAILERS ASOCIATION

RESPONSE to MMA/USPS-1 (continued):

compatible) are performed. Avoided costs are inherently averages and

not mailer-specific estimates; they do not result in adjustments to

individual customer’s rates based on the customer's use of PostalOne! or
any other method of mail preparation. PostalOne! customers preparing
presorted First-Class Mail receive the same rate discounts, given a level
of worksharing, as non-PostalOne! customers.

B. Rate categories for worksharing have been proposed in prior cases
based on the Postal Service’'s determination that mail prepared in
particular ways will reduce the Postal Service's processing and other
costs. While some customers may undertake activities that reduce |
Postal Service costs (for example, to improve service), not all of these
activities are incorporated into the current workshare program.

The First-Class Mail rate structure recommended by the Postal
Rate Commission in Docket No. R2001-1 did not incorporate a
consideration of PostalOne! in the calculation of the First-Class Mail
discounts. In this docket, the Postal Service has requested a 5.4
percent across-the-board increase in virtually all rates and fees
including presorted First-Class Mail rates. The across-the-board
approach maintains the current (Docket No. R2001-1) rate and

classification structure, is both fair and equitable, and results in rates
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TO INTERROGATORY OF MAJOR MAILERS ASOCIATION

RESPONSE to MMA/USPS-1 (continued):

that meet all of the pricing criteria of the Postal Reorganization Act. As
suggested by the question, one option would have been to propose a
direct recognition of PostalOne! use within the First-Class Mail rate
structure with the assumed result being that PostalOne! customers
may have qualified for lower First-Class Mail rates. If this approach
had been used, effectively, PostalOne! customers would have bome
less of the escrow burden than customers who did not use PostalOne!.
Because the escrow requirement does not vary with PostalOne! use,
or with mail volume, and is not based on the provision of any postal
service, it would be unreasonable to propose that any of these bases
be used to allocate the escrow-related increase in the revenue
requirement. Given the lack of association of the escrow requirement
with the provision of postal services, | do not believe that it would be
fair and equitable to exempt any subclass or portion of a subclass -
either partially or totally — from an equal share in this Congressionally-
mandated burden. See responses to VP/USPS-T27-5(d), VP/USPS-
T27-6(f)(iii), POIR No. 4, Question 3(c), and POIR 5, Question 4(c).

In a more typical omnibus rate case, the Postal Service may
have considered alternate pricing and classification structures,
including, possibly, some recognition of factors such as the use of

PostalOne! However, it is not clear that this consideration would have
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RESPONSE to MMA/USPS-1 (continued):

resulted in additional discounts for PostalOne! use. It is possible that
all the benefits of PostalOne! use are already included in the cost
avoidance methodology underlying the First-Class Mail discounts or
that the net impact of the use of PostalOne! is so small that no change
in the discount would be appropriate.

C. To clarify, as described in the Postal Service’s responses to
intefrogatories MMA/USPS-6 and MMA/USPS-7, any transportation
savings associated with PostalOne! are not associated with the
dropshipment of First-Class Mail. They typically involve redirection of
mail from one local facility to another or assignment of mail to alternate
transportation, and not movement of mail by customers closer to its
destination. As discussed in previous dockets, the Postal Service has
made a policy decision not to propose First-Class Mail dropship
discounts.

D. See response to part B.
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TO INTERROGATORIES OF MAJOR MAILERS ASSOCIATION
REDIRECTED FROM WITNESS TAUFIQUE

MMA/USPS-T28-1

Please refer to your proposed rates for First-Class letters, especially as they
pertain to the first and second ounces.

A. Please confirm that the Postal Service has proposed to increase the rate
digression between the first ounce and second ounce for First-Class
letters. If you cannot confirm, please explain.

B. Please review the following table of current and proposed rates and
digressions between and either confirm that the numbers are correct or
make any necessary corrections.

Current Current Proposed Proposed Proposed

First-Class Rate Current First- Second- Rate First-Ounce Second- Rate
Category Ounce Rate | Ounce Rate | Digression Rate Ounce Rate Digression
Single Piece 37.0 23.0 62% 39.0 24.0 65%
Presorted 352 225 64% 37.1 23.7 67%
Mixed AADC 30.9 225 73% 32.6 237 77%
AADC 30.1 22.5 75% 317 23.7 79%
3 Digit 29.2 22.5 77% 30.8 23.7 81%
5 Digit 27.8 22.5 81% 29.3 23.7 85%
Carrier Route 27.5 22.5 82% 29.0 23.7 86%

C. Please confirm that for standard automation and regular letters, the rate
digression between the first and second ounces is 0 %. If you cannot
confirm, please explain.

D. Please explain the rationale for increasing the rate digression between the
first and second ounces for single piece and workshare First-Class letters.

E. Please explain the rationale for why First-Class workshare letters should
have a significantly higher rate digression between the first and second
ounces than single piece letters have.

RESPONSE:
A. See response of witness Taufique.
B. See response of witness Taufique.

C. See response of witness Taufique.
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TO INTERROGATORIES OF MAJOR MAILERS ASSOCIATION
REDIRECTED FROM WITNESS TAUFIQUE

RESPONSE to MMA/USPS-T28-1 (continued):

D. In this case the witness Potter determined that a 5.4 percent across-the-
board rate increase was appropriate to recover the costs of the
Congressionally-mandated escrow obligation. As discussed in witness
Taufique's testimony (USPS-T-28) and in his responses to parts A
through C of this question, application of the 5.4 percent rate change
resulted in the proposed rates and the associated “degressions” or
differences between the first-ounce rates and the additional ounce rates
for single-piece and presorted rates. The intent, in this case, was to
increase ALL rates by 5.4 percent (subject to rounding constraints) to
equitably distribute the equity burden to all customers on the basis of
revenue. The proposed first-ounce and additional ounce rates for single-
piece and presorted First-Class Mail are constructed to do this.

Clearly alternate proposals could have either increased or
decreased the degression for single-piece or presorted Fir_st-CIass Mail.
For example, the single-piece degression could have been increased if a
higher first-ounce single-piece rate had been proposed in conjunction with
the proposed 24-cent single-piece, additional ounce rate. Alternatively,
the presorted degression could have been reduced if a higher presorted
additional ounce rate had been proposed in conjunction with the proposed
presorted First-Class Mail first-ounce rates. While, either of these options

(or any of several other possible proposals affecting the degression) may
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RESPONSE to MMA/USPS-T28-1 (continued):

have been considered fo meet some pre-established ratemaking goal, the
ultimate effect of a deviation from the 5.4 percent, across-the-board
proposal to establish a desired degression, would be to reallocate the

“escrow burden within First-Class Mail on the basis of either weight, the
amount of worksharing, or both. Because the escrow requirement does
not vary with weight or the degree of worksharing, and is not based on the
provision of any postal service, it would be unreasonable to propose that
any of these bases be used to allocate the escrow-related increase in the
revenue requirement. Given the lack of association of the escrow
requirement with the provision of postal services, | do not believe that it
would be fair and equitable to exempt any subclass or portion of a
subclass - either partially or totally — from an equal share in this
Congressionally-mandated burden. See responses to VP/USPS-T27-5(d),
VP/USPS-T27-6(f)(iii), POIR No. 4, Question 3(c), POIR 5, Question 4(c),
and MMA/USPS-1(B).

E. See response of witness Taufique.
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RESPONSE OF USPS WITNESS ROBINSON TO INTERROGATORY
OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T27-1. Please refer to your testimony at page 17, lines 3 and 4,
regarding the cost coverage of 102.8 percent for Registered Mail, and Exhibit
USPS-27F, at page 6.

a. Since the Before Rates cost per piece is calculated to be $11.24 (see
OCA interrogatory to witness Waterbury, OCA/USPS-T10-7), based upon
the PRC version of costs, please confirm that the Before Rates cost
coverage for Registered Mail is 93.9 percent ($10.55/ $11.24). If you do
not confirm, please explain and provide the correct percent.

b. Please confirm that a cost coverage of 102.8 percent applied to the After
Rates cost per piece of $11.34 (see OCA interrogatory to witness
Waterbury, OCA/USPS-T10-7), based upon the PRC version of costs,
would result in an After Rates revenue per piece of $11.65 ($11.34 *
1.028). If you do not confirm, please explain and provide the correct
figure.

c. Based upon the PRC version of costs, please confirm that an After Rates
revenue per piece of $11.65 represents an After Rates percentage change

for Registered Mail of 10.4 percent (($11.65 - $10.55) / $10.55). If you do
not confirm, please explain and provide the correct percent.

RESPONSE:

This response incorporates revisions to Registered Mail costs reflected in the

responses to OCA/USPS-T10-6 and OCA/USPS-T10-7.

a. Not confirmed. For the test-year-before-rates, the estimated unit costs using
the Postal Rate Commission costing methodology is $10.54. Response to
OCAJUSPS-T10-7(b). The test-year-before rates unit revenue is $10.55.
This results in a cost coverage of 100 percent.

In comparison, for the test-year-before-rates, the estimated unit costs

using the Postal Service costing methodology is $16.71. Response to
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RESPONSE to OCA/USPS-T27-1 {continued):

OCA/USPS-T10-7(b). The test-year-before rates unit revenue is $10.55.
This results in a cost coverage of 63 percent.

~C

Not confirmed. A cost coverage of 102.8 percent applied to the test-year-
after-rates unit cost of $10.63 (PRC methodology, see response to
OCAJ/USPS-T10-7(b)) would result in an after-rates revenue per piece of
$10.92 (=$10.63 * 1.028). A $10.92 revenue per piece results in an after-rate
percentage change of 3.5 percent ( = ($10.92 - $10.55) / $10.55).

In comparison, a cost coverage of 102.8 percent applied to the test-
year-after-rates unit cost of $16.77 (USPS methodology, see response to
OCA/USPS-T10-7(b)) would result in an after-rates revenue per piece of
$17.24 (=$16.77 * 1.028). A 3$17.24 revenue per piece results in an after-rate

percentage change of 63 percent ( = ($17.24 - $10.55) / $10.55).



RESPONSE OF USPS WITNESS ROBINSON
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE
REDIRECTED FROM WITNESS POTTER

OCA/USPS-T1-3. Please refer to your testimony at page 7, lines 6-9, concerning
Registered Mail service. Assuming the Commission recommends the Registered Mail
service fee increases proposed by the Postal Service, please confirm that, based upon
current projections, Registered Mail service will not cover its costs, at least until such
time as the recommended rates are implemented. If you do not confirm, please
explain.

RESPONSE:

Confirmed that, based on the roll-forward of Registered Mail costs (USPS-T-10, WP B),
Registered Mail service will not cover its costs in the test-year under the current fees.
Exhibit USPS-27A. However, witness Potter has “directed postal management to
organize a cross-functional team to thoroughly review Registered Mail service, including
its operations, costs, customer needs and fee structure.” USPS-T-1 at 7. This review
may identify changes that would result in Registered Mail covering its costs at some
point prior to the implementation of the Docket R2005-1 Registered Mail fees. To the
extent possible, the Postal Service would prefer to fully evaluate the situation prior to
increasing Registered Mail fees by the 70 percent suggested by the existing cost data.
In the event appropriate steps can be taken to address this issue, a deferred

implementation strategy will guard against the potential of substantial changes in

Registered Mail fees that may later be found to be inappropriate.



RESPONSE OF POSTAL SERVICE WITNESS ROBINSON TO
POIR NO. 2, QUESTION 16

16. Please provide the source of mailgrams revenue shown in Exhibits USPS-
27A, USPS-27B and USPS-27C.

RESPONSE:
Mailgram revenues shown in Exhibits USPS-27A, USPS-27B, and USPS-27C
were calculated as follows:

Calculation of Mailgram Revenue

Base Year FY 2004

Revenue
Volume Revenue per Piece
(@) (b) (c) = (b)/ (a)
Quarter 1 0.371 0.159 0.429
Quarter 2 0.406 0.173 0.426
Quarter 3 0.491 0.204 0.416
Quarter 4 0.380 0.163 0.430
Total 1.648 0.700 1.702
Interim Year: FY 2005
Volume Revenue
(d) (e) =(d)*(c)
Quarter 1 0.434 0.186
Quarter 2 0.422 0.180
Quarter 3 0.440 0.183
Quarter 4 0.310 0.133
Total 1.607 0.683
Test Year Before Rates: FY 2006
Volume Revenue
) (@=(hH"(c)
Quarter 1 0.343 0.147
Quarter 2 : 0.366 0.156
Quarter 3 0.382 0.159
Quarter 4 0.269 0.116
Total 1.359 0.578
Test Year After Rates: FY 2006
Volume Revenue
(h) (i) =(h) * (c) * 1.054

Quarter 1 0.343 0.155
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Quarter 2

Quarter 3

Quarter 4

Total

Sources:

(a) RPW

(d) USPS-T-7 at 348
() USPS-T-7 at 350

(h) USPS-T-7 at 354

POIR NO. 2, QUESTION 16

0.366
0.382
0.269
1.359

0.164
0.167
0.122
0.609
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RESPONSE OF POSTAL SERVICE WITNESS ROBINSON TO
POIR NO. 4, QUESTION 3 (b)-(c)

3. The charts below depict the cube-weight relationship for Parcel Select DBMC mail,
which is also used as a proxy for DSCF and DDU mail, as developed by the Postal
Service for dockets R2001-1 and R2005-1.

(b) Because the proposed rates are determined by multiplying current rates by 5.4%
the underlying cost structure implicitly reflects the cube-weight relationship used
in R2001-1. Please discuss the implications of setting rates based on a cube-
weight relationship that is clearly different than the actual cube-weight
relationship. In particular, discuss the implications on mailers of low-weight
parcels, who may be paying a disproportionate share of costs; Postal Service
competitors, and overall economic efficiency.

(c) Please discuss the implications for future rate payers on setting rates that do not
reflect the current cube-weight relationship, particularly the possibility of future
rate shock for some weight increments of parcel select mail.

RESPONSE:

(b)  The proposed 5.4 percent across-the-board rate increase is designed to recover
the Congressionally-mandated escrow obligation from customers in a fair and equitable
manner based on revenue. As discussed in my testimony, with few exceptions, the
Postal Service is proposing an approximately 5.4 percent increase in virtually all rates
and fees including Parcel Select rates. As witness Potter explained, the Postal Service,
in the absence of the escrow requirement, would not be proposing any changes in rates
and fees. Therefore, without the escrow requirement, the current (Docket No. R2001-1)
Parcel Select rates would not have changed.

In a traditional rate case, rate design is based on assumptions about the
allocation of costs and the relationship of rates to the underlying cost and mail piece
characteristics such as the cube-weight relationship in Parcel Select. Over time,
changes in these relationships may occur; however, these changes, in and of
themselves, do not necessarily result in a Postal Service request to change rates and

fees. The decision to request rate and fee changes is based on a comprehensive

evaluation of the financial circumstances facing the organization including the revenue
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requirement, market conditions, operational requirements, and the potential effect of
proposed changes on customers and competitors. In this case, the Postal Service
determined it would not propose a change in rates and fees if the escrow requirement
did not exist

The across-the-board approach to increasing rates and fees in this docket is both
fair and equitable, and results in rates that meet all of the pricing criteria of the Postal
Reorganization Act. As noted in the question, one option would have been to propose a
lower-than-average rate increase for customers who mail low-weight Parcel Select
pieces. If this approach had been used, effectively these customers would have borne
less of the escrow burden than customers who mail heavier Parcel Select pieces or
those who mail using any other class of mail. Because the escrow requirement does
not vary depending on cube-weight relationships, with mail volume, and is not based on
the provision of any postal service, it would be unreasonable to propose that any of
these bases be used to allocate the escrow-related increase in the revenue
requirement. Given the lack of association of the escrow requirement with the provision
of postal services, | do not believe that it would be fair and equitable to exempt any
subclass or portion of a subclass — either partially or totally — from an equal share in this
Congressionally-mandated burden. See response to VP/USPS-T27-5(d) and VP/USPS-
T27-6(f)(iii).

As discussed in my testimony (USPS-T-27 at 18-19), appropriate pricing for
competitive products does not necessarily require that these product always receive the
same price increase as less competitive products. However, in this case, which is driven

by a Congressionally-mandated escrow requirement, the across-the-board proposal is

Lt
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POIR NO. 4, QUESTION 3 (b)-(c)

an indication that the Postal Service has endeavored to propose a rate change that

does not unduly harm its competitors.

(c) In proposing any set of rates and fees, the Postal Service considers the effect on
customers including the size of the rate change, and any changes in rate relationships.
While the observed cube-weight relationship may suggest a direction for Parcel Select
rates, this decision should not be made without considering all the circumstances
surrounding this relationship. For example, the changes may be driven by transient
factors not likely to persist, may reflect a data abnormality, or may actually be indicative
of an underlying change in the cube-weight relationship. As described in the response
to part a, the change in the Parcel Select cube-weight relationship appears only in the
FY 2004 data not in the data for the prior years. Therefore, it is possible the observed
change does not reflect a change in the Parcel Select mail characteristics but may only
be a temporary, and as of yet unexplained anomaly. Without further study, it is
premature to factor this change into the Parcel Select rates.

In a traditional omnibus rate case, all of these factors would be carefully
considered and rate design proposed that reflected the results of this analysis. In many
cases, both the Postal Service and the Postal Rate Commission have taken
conservative approaches to changes in operations or costs to permit an ongoing
examination of the relationships that drive rate design. See, for example, the Docket
No. R2000-1 treatment of Priority Mail network costs; Docket No. R2000-1, PRC Op. at

311. | would expect that the Commission would continue to take a considered approach
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to changes in rate design if it appears that the change in the Parcel Select cube-weight

relationship will persist.
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RESPONSE OF POSTAL SERVICE WITNESS ROBINSON TO
POIR NO. 5, QUESTION 4(c)

4. Please answer the following questions regarding Priority Mail. In R2001-1, USPS-
LR-J-96, page 13 contained weight and the average haul by zone for Commercial Air
and Other Air in the base year. Please refer to R2001-1, LR-J-103 Per-Pound Elements
worksheet. Weight and the average haul by zone for Commercial Air and Other Air was
used to distribute distance-related and nondistance-related air transportation costs to
the zones. More specifically, total air pounds is used to distribute nondistance-related
air costs to the zones and passenger pound miles is used to distribute distance-related
air transportation costs to the zones. R2005-1, USPS-LR-K-37, contains weight and the
average haul by zone for FedEx and Other Air.
(c) Considering that FedEx contract costs are not distance (or zone) related and that
the majority of air transportation costs for Priority Mail are FedEx related, please
discuss the appropriateness of zoned rates beyond zone 4, for Priority Mail.

RESPONSE:

(c) The Priority Mail rate structure recommended by the Postal Rate Commission in
Docket No. R2001-1 incorporated a weight-zone structure with rates increasing as
Priority Mail pieces increased in weight and were transported to more distant zones. In
this docket, the Postal Service has requested a 5.4 percent across-the-board increase
in virtually all rates and fees including Priority Mail rates. The across-the-board
approach maintains the current (Docket No. R2001-1) rate and classification structure,
is both fair and equitable, and results in rates that meet all of the pricing criteria of the
Postal Reorganization Act. As suggested by the question, one option would have been
to propose a change in the zoned structure for Priority Mail that would result in a less
distance-based rate structure. If this approach had been used, effectively, Priority Mail
customers whose pieces traveled to more distant zones would have borne less of the
escrow burden than customers whose pieces destinated at a less distant zone.
Because the escrow requirement does not vary with the distance a piece travels, with

mail volume, and is not based on the provision of any postal service, it would be
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POIR NO. 5, QUESTION 4(c)

unreasonable to propose that any of these bases be used to allocate the escrow-related
increase in the revenue requirement. Given the lack of association of the escrow
réquirement with the provision of postal services, | do not believe that it would be fair
and equitable to exempt any subclass or portion of a subclass — either partially or totally
— from an equal share in this Congressionally-mandated burden. See responses to
VP/USPS-T27-5(d), VP/USPS-T27-6(f)(iii), and POIR No. 4, Question 3(c).

In a more typical omnibus rate case, the Postal Service would have considered
alternate pricing and classification structures, including possibly full or partial recognition
of the Federal Express transportation contract on Priority Mail or other rates. However,
it is not clear that a review of the Priority Mail rate structure considering the Federal
Express contract provisions would necessarily have resulted in changes in the zoned
rate structure of Priority Mail. The decision to revise rate and classification structures is
based on a consideration of many factors, only one of which is the underlying
characteristics of transportation contracts such as the Federal Express contract
structure. In developing rates and classifications, the Postal Service and the Postal
Rate Commission must consider all of the pricing and classification criteria. These
requirements do not necessarily mandate that the rate structure be changed solely
because of changes in the underlying structure of transportation contracts. In fact, the
history of Priority Mail transportation contracts suggests that relying solely on the
structure of the underlying transportation contract as the basis fbr rate design may
cause unneeded and, perhaps unwanted, changes in the classification structure.
Consider, for example, the change in Priority Mail transportation over the last decade

from use of scheduled airline transportation to the Emery network to the Federal
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Express contract. The underlying cost structure of each of these networks differed;
however, neither the Postal Service nor the Commission chose to fully incorporate the
effects of each network change in the rate design.

The process of rate design also includes a careful consideration of the effect
changes in rates and classifications will have on customers and the establishment of
reasonable rate relationships. For example, designing less distance-based Priority Mail
rates for items that are transported using the Federal Express contract transportation
may have additional effects. For instance, reducing rates for Priority Mail pieces
destinating in more distant zones may increase the Postal Service’'s volume in these
zones, thus changing the “distance mix” of parcels flown, which may have an effect on
the costs incurred through subsequent transportation contracts. While | do not know the
details of the current Fed Ex contract or the contract negotiations, it is not unreasonable
to presume that a transportation vendor bids for a contract based on assumptions about
the characteristics — including distance transported -- of the mail to be carried. If this is
correct, it is not clear that the costs characteristics of Priority Mail transportation
necessarily would remain the same if the mail characteristics were to change in reaction
to a change in the approach to Priority Mail rate design. Before making any such
changes to the rate design, the potential for these changes and any resultant cost

consequences would need to be examined.
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TO INTERROGATORIES OF VALPAK DIRECT MARKETING SYSTEMS, INC.
AND VALPAK DEALERS' ASSOCIATION, INC.

VP/USPS-T27-1.

Please refer to your testimony, USPS-T-27, page 13, where you say that
“generally speaking, the resulting rates and fees [from a rate case] are not
revisited on a periodic basis absent a Postal Service determination that a rate
change request is necessary.”

Please consider a situation where the Commission believes that a new
rate relationship is meritorious and should be recommended, but decides to
move in steps toward that new relationship in order to impose a series of small
effects on mailers instead of one large effect. An example might be that a cost
coverage should be changed but will be changed in three moderate steps
instead of a single large one. Another example could be the introduction of a
worksharing discount, or surcharge, or some other rate signal (possibly
associated with the redesign of a product), which would lead to an increase in
efficiency, where recognition of a cost difference associated with the rate signal
would proceed in steps from a passthrough of 40 percent, to 60 percent, to 80
percent, to 100 percent.

a. Please provide any examples of which you are aware where the Postal
Service has initiated a separate case just to take a step of the kind
discussed in this question.

b. Would you agree that there have been previous occasions where
Congress has decided to phase in desired changes in a series of steps,
and that it specified that a step was to be taken each year, regardless of
whether a rate case happened to occur at each of the appropriate times?
If you agree, please provide examples of such occasions.

c. Please explain the extent to which it is your position that taking steps
toward desirable new positions should be constrained and spaced by the
occasioning of the Postal Service making “determination(s] that a rate
change request is necessary,” and that, if such determinations should turn
out to be made only every five years (due, say, to success in cost control
efforts), a four-step adjustment could take as long as 15 years to bring
about. If that is not your position, please explain in detail why it is not.

d. Suppose that the Commission and various mailers share a concern that
an inequitable rate situation exists, but that it may not rise to the level of
being well-suited for a complaint proceeding. If an omnibus rate case
apparently suited to including consideration of the inequitable situation
occurs, but the Postal Service decides, for one reason or another, that it
should be an across the-board case, please explain the extent to which it
is your position that those concerned about the inequitable situation

VP/USPS-T27-1 page 1 0of 6
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AND VALPAK DEALERS' ASSOCIATION, INC.

should simply be told to wait for as many years as the Postal Service
requires to make a “determination that a rate change is necessary.”

Suppose, at the end of one of the five-year periods discussed in preceding
part ¢, the Postal Service decides that an across-the board increase
should be proposed. Explain whether it then would be your position that
the Commission or any mailer interested in taking the next step toward the
more desirable position should simply be told to wait another few years for
that step to occur.

RESPONSE:

a.

I am unaware of a specific circumstance when the Postal Service has
committed to scheduled rate or classification filings to implement
predetermined “steps” through separate cases. However, this is not to
say, that the Postal Service does not propose rate or classification filings
to move in specific directions. Perhaps the most obvious example of a
filing to take “steps” towards a previously established goal was Docket No.
MC95-1. More typically, the Postal Service moves gradually to adjust
rates, classifications, rate design, and cost coverages over time. These
adjustments may be made in the context of omnibus rate filings or minor
classification cases depending on the scope and magnitude of the
change. For example, over time, the Postal Service has indicated that the
First-Class Mail nonmachinable (formerly nonstandard) surcharge should
be increased to reflect the additional costs of processing this mail.
Consequently, the Postal Service proposed increases in the
nonmachinable (nonstandard) surcharge in Docket No. R97-1 and Docket

No. R2001-1. Some smaller movements towards specified goals have

VP/USPS-T27-1 page 2 of 6
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been undertaken through smaller, minor classification cases. The

Periodicals Copalletization experiments are one example of the Postal

Service working to reduce Periodicals costs through the establishment of

classifications that encourage copalletization of smaller volume

Periodicals.

The decision to request an omnibus rate increase depends on the
evaluation of a wide range of financial variables and the need to ensure
that the Postal Service meets its statutory mandates in a financially
responsible manner. See USPS-T- 6. Secondarily, an omnibus rate case
can serve as a vehicle for proposing changes in rates, classifications, and
rate design that will continue to move products and pricing in preferred
directions. As discussed in the testimony of witness Potter (USPS-T-1),
the Postal Service has filed this rate request solely to recover the
Congressionally-mandated escrow obligation and therefore, has not
proposed any changes in classifications or changes in relative rates
beyond the requested 5.4 percent across-the-board increase.

b. Yes. The Revenue Forgone Reform Act of 1993 (RFRA) mandated that
rates for preferred classes of mail change in steps. As witness O'Hara
explained in Docket No. R97-1:

The RFRA provides that the mark-up for each preferred rate

subclass is to be determined from the markup for the most closely

corresponding commercial subclass. Over a six-year phasing
process, the final year of which will be FY 1999, each preferred rate

markup is to rise from on-twelfth the corresponding commercial
markup to one-half of the commercial mark-up.

VP/USPS-T27-1 page 3 of 6
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Docket No. R97-1 USPS-T-30 at 10-11. Under the statute, these rate
changes were annual and did not require a Postal Service request for rate
changes before the Postal Rate-Commission.

c. This is not my position. The Governors’ determinations as to whether and
when the Postal Service will request any specific rate or classification
change are based on their evaluation at a given time of both the financial
needs of the Postal Service, and the most appropriate way to meet these
needs consistent with the provisions of the Postal Reorganization Act.
While | cannot speak for the Governors, management generally weighs
the benefits and costs of a variety of options and presents
recommendations to the Governors, based on an assessment of the
financial circumstances as well as the relative merits of alternative
changes in rates and classifications. In this case, Postal Service
management determined that, without the escrow obligation, management
would not request substantial changes to the current rate and
classification schedule.! In addition, management determined that, absent
the escrow requirement, the financial position of the Postal Service was
such that a general rate increase would not be requested. Faced with
these two determinations and the possibility that Congressional action

could remove the escrow requirement, witness Potter determined that the

' Smaller changes to the classification schedule frequently are requested to
address specific issues, for example, the establishment of experimental products,
market tests, or other classification issues.

VP/USPS-T27-1 page 4 of 6
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most reasonable approach was to propose an across-the-board increase
in rates and fees. USPS-T-1. Generally, the Postal Service has not
proposed changes to rates and classifications that would have a
substantial effect on Postal Service revenues outside the framework of an
omnibus rate case.? This permits an evaluation of the interdependencies
of rate and classification proposals and their effect on the revenue
requirement.
This question posits a rigid, deterministic approach to rate and
classification changes implying that changes could only be undertaken in
a stepwise fashion based on a specified formula. The Postal Service does
not generally Asupport such an approach to rate or classification changes.
Some changes will take longer to accomplish than others, but the ability to
flexibly address specific circumstances and mold a solution to these
circumstances - as the Postal Service has done in response to the escrow

obligation — will, over the long term, benefit both the Postal Service and its

customers.

d. | do not know what situation you are describing. As described in the
response to (c) above, the Postal Service evaluates a variety of financial
and other concerns prior to proposing an omnibus rate change. The
escrow requirement is a unique circumstance that the Postal Service was

required to address. In this case, an across-the-board increase in rates

2 One exception was Docket No. MC95-1 which proposed substantial changes in
classifications.

VP/USPS-T27-1 page 5 of 6
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and fees is a reasonable approach to recovering the escrow obligation
and consistent with the requirements of the Postal Reorganization Act.
Under the Act, any change in rates or fees must be initiated through a

Postal Service request and the timing of that request is at the Postal
Service's discretion.

e. This is not my position. First, the Commission is the Postai Service's
partner in the rate making process; while the Postal Service presents
proposals and justifications for its proposals to provide a basis for the
Commission’s recommended decision, the Commission reaches these
decisions independently. Second, the Postal Service develops its request
based on an evaluation of the circumstances surrounding the request. In
this case, the Postal Service’s testimony describes why the across-the-
board rate request is reasonable, appropriate and consistent under the

pricing provisions of the Postal Reorganization Act.

VP/USPS-T27-1 page 6 of 6
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VP/USPS-T27-2.

Please refer to your testimony, USPS-T-27, page 13, beginning at line 10, where
you say that rates may not be revisited on a periodic basis even though:

The reality of changing input prices, productivity and other factors virtually
ensures that recommended cost coverages for a test year will not trace
precisely the cost coverages that actually result in that year or in any
subsequent year prior to a new rate change request. This result is
expected and is not inherently unfair or inequitable. [Footnote omitted.]

a. You mention input prices, productivity, and other factors possibly
changing. Do you agree that over a period of several years, such as the
interval since Docket No. R2001-1 (which turned out to be settled), the
“other factors” that could change extend to (i) major changes in the
mechanization and technology used by the Postal Service to process mail,
(il) changes in postal markets, and (iii) substantial changes in the
preparation of mail by mailers? Please explain any extent to which you
disagree.

b. Suppose two different products each had a recommended (and expected)
cost coverage of 160 percent. Subsequently, when the test year actually
occurs, product one has an actual coverage of 130 percent and product
two has an actual coverage of 163 percent. Explain whether you would
argue in this case that each product traced the recommended coverage,
but that neither product traced it “precisely?” Include in your answer a
statement on how close the recommended and actual coverages would
have to be before you would argue that the tracing had been “precise.”

c. Consider an actual 130 percent cost coverage that is not even moderately
close to the recommended coverage of 160 percent, which would certainly
qualify as a failure to “trace precisely.” You state in your testimony that
this is “not inherently unfair or inequitable.” If the Commission
recommended cost coverages that it believed were fair and equitable and
well-aligned with the Postal Reorganization Act of 1970 (“the Act”), and
such immoderate variances occurred, please explain why you believe this
is “not inherently unfair or inequitable.” In your answer, please draw on
and explain all notions of fairness and equity that you had in mind when
you made this statement.

RESPONSE:
a. These are other possible factors that could cause recommended cost

coverages to differ from actual cost coverages.
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I would agree that, in this hypothetical, neither of these products tracked
the recommended cost coverage precisely. For the cost coverages to
track “precisely,” | would expect the recommended cost coverage to be
exactly equal to the actual cost coverage.
First, | am unaware of where the Postal Service or the Commission has
equated “trace precisely” with “fairness and equity.” In addition, | have not
used the term “immoderate variances” and do not necessarily agree that a
change in cost coverage of the size in your hypothetical is necessarily
“unfair or inequitable.” However, the Postal Service and the Postal Rate
Commission do use previous cost coverages as a point of comparison.

| do not discuss any example of a subclass where the Commission
recommended a cost coverage of 160 percent in Docket No. R2001-1 and
where the actual cost coverage is 130 percent. Reviewing the
Commission’s R2001-1 decision, the only subclass with a recommended
cost coverage of approximately 160 percent is Priority Mail (recommended
cost coverage 159.5 percent). PRC Op. Docket No. R2001-1, Appendix G
at 1. In FY 2004, the actual cost coverage for Priority Mail was 156.99
percent, in the test year after rates, the proposed cost coverage for Priority
Mail is 156.49 percent (145.94 percent on the PRC costing methodology.)

In your hypothetical, | assume that, in recommending a 160 percent
cost coverage, the Commission exercised its best judgment, and

considered the record evidence before it at the time to recommend a cost
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coverage it considered to be fair and equitable. The fact that hindsight
permits us to see what the actual cost coverage turned out to be does not
make the Commission’s recommended cost coverage unfair and
inequitable. If undertaken, a post hoc review of additional evidence could

lead the Commission to conclude that the 130 percent cost coverage is a

fair and equitable resuit.
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VP/USPS-T27-3.

Please refer to your testimony, USPS-T-27, page 12, beginning at line 9, where
you say that it “would be a breach of the financial management responsibilities
established under the Postal Reorganization Act” to “ignore” the
“Congressionally-mandated escrow requirement.” Immediately following this,
you say: “Therefore, we are faced with the necessity of apportioning the escrow
expense in a fair and equitable manner.”

a. The logic of your statement appears to be that because it would be
irresponsible to ignore the escrow cost, you (or the Commission) are
required to apportion it fairly and equitably. Please state any extent to
which you disagree that this is the logic of your statement, focusing
specifically on the meaning of the word “therefore.”

b. Does the fact that it would be irresponsible to ignore the ordinary
institutional costs of the Postal Service imply that you (or the Commission)
must apportion them fairly and equitably as well? Please explain any
answer that is not an unqualified affirmative.

c. Can you name any costs of the Postal Service that it would be financially
responsible to ignore? If yes, please explain what those costs are.

d. Can you name any costs that the Postal Service ignores when
establishing its revenue requirement? If yes, please explain what those
costs are.

e. Can you name any Postal Service costs that should not be apportioned in
a fair and equitable manner? If yes, please explain what those costs are
and why they should not be apportioned fairly and equitably.

f. In proposing what you believe to be the most fair and equitable
apportionment of the escrow costs or any other costs, would you exclude
consideration of any factors in section 3622(b)? If yes, please explain.

g. Inits Opinion and Recommended Decision in Docket No. MC95-1, page
iii, the Commission said: “Congress mandated that ‘[plostal rates shall be
established to apportion the costs of all postal operations to all users of
the mail on a fair and equitable basis.” (Emphasis in original.) When the
Commission apportions the institutional costs of the Postal Service to the
subclasses of mail and special services, do you contend that it does so on
any basis other than a fair and equitable basis? If yes, please explain.

h. If the Commission apportions all other institutional costs of the Postal
Service on a fair and equitable basis and you see a need to apportion the
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escrow costs on a fair and equitable basis, not excluding other factors in
section 3622(b), please explain whether you see some fundamental
difference between the two pools of costs which suggest that what is fair
and equitable for one is different from what is fair and equitable for the
other. If you do, please explain (i) what those fundamental differences
are, and (ii) how those differences interact with notions of fairness and
equity to imply different apportionments, being sure to reference your
statement on page 4, lines 6-8, where you state that the escrow funds are
“treated as an institutional cost of the Postal Service.”

i. Inits Opinion and Recommended Decision in Docket No. R90-1, at pages
IV-16 and 1V-17, 1 4059 and 4052, respectively, the Commission said:
“We utilize total attributable cost in computing a markup index, which is an
important tool in developing fair institutional cost distributions, ..." and “We
conclude that it continues to be most appropriate to distribute the relative
burden of recovery of institutional costs on the basis of coincident
application of the policy factors of the Act, with reference to the markup
index.” You mention on page 23 that you have some reservations about
some uses of the Commission’s markup index, and you note that following
a set of indexes could have significant effects on mailers. Nevertheless,
would you agree that the markup indexes for the subclasses of mail are
one reflection of the apportionment of institutional costs that the
Commission found to be fair and equitable? Please explain any
disagreement.

j. Please confirm that, ceteris paribus (meaning mainly in this case that the
costs remain the same), applying a uniform proportionate increase to all
rates, as in an across-the-board increase, systematically distorts toward
the average the markup indexes underlying the original rates. If you
cannot confirm, please provide a mathematic proof that this is not the
case. ‘

k. Ifitis true that an across-the-board proportionate increase systematically
distorts the markup indexes of the rates, would it not follow that such an
approach is inconsistent with the apportionment of costs that the
Commission found fair and equitable? Please explain any extent to which
you disagree.

RESPONSE:
a. My testimony states:
Many industry observers have suggested that a Congressionally-

mandated escrow requirement expense that is not caused by the
provision of mail services is unfair and inequitable. Nevertheless,
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the Postal Service cannot simply ignore its existence. To do so
would be a breach of the financial management responsibilities
established under the Postal Reorganization Act. Therefore, we

are faced with the necessity of apportioning the escrow expense in
a fair and equitable manner.

USPS-T-27 at 12 lines 9-15.

The Postal Service does not ignore any costs when it develops rates to
meet its revenue requirement for a requested change in rates and fees. In
this instance, these costs include the Congressionally-mandated escrow
expense. While your paraphrase of my testimony generally captures the
logic, my testimony is based on the Governors’ determination that a
request to change rates and fees is necessary to meet the Postal
Service’s revenue requirement. This need is discussed fully in the
testimony of witness Tayman (USPS-T-6).

| use the word “therefore” as it is commonly used in everyday
language. ltis defined as:

1a: for that reason: CONSEQUENTLY b: because of that c: on
that ground 2: to that end

Merriam-Webster's Collegiate Dictionary, 10th edition. (Springfield MA:
Merriam-Webster, Incorporated, 2002) [emphasis in the original].

b. Yes, in proposing or recommending rates and fees it would be
irresponsible to ignore any institutional costs of the Postal Service whether
they are associated with the escrow requirement or the provisionlof postal
services.

c. No.
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d. No.

e. No.

f. No.

g. No.

h. I am not sure of what question you are asking. A fundamental difference
between the escrow obligation and other institutional costs is that the
escrow obligation is a legislative construct and the other institutional costs
usually reviewed by the Commission are actually incurred as a result of
the operation and administration of the Postal Service. However, if you
are asking “can the Postal Service and the Postal Rate Commission arrive
at different results in some instances,” the answer is yes. By the same
token, as depicted in its Docket No. R2001-1 decision, the Commission
arrives at different results in different cases based on the particular
circumstances in the case. Docket No. R2001-1, PRC Op. Appendix G at
37. 1 do not believe that means that, in one instance, the Postal Rate
Commission apportioned the costs fairly and equitably, and in another
instance it failed in that regard.

i. 1 would agree that the markup indices are one indication of the
relationships embodied in a Commission recommended decision on a
Postal Service rate request. However, that recommendation depends on
the Commission’s determination of the appropriate markup relationships in

a specific docket based on its application of the pricing criteria in that
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docket. | am concerned not with the calculation of the indices for any
specific rate decision but with efforts to mechanically apply past

relationships to new circumstances.

j. Confirmed that if costs remain the same both before and after the rate
change, that applying a uniform percentage increase to all rates will move
the markup indices for individual subclasses closer to the system average
markup index.

k. First the question presupposes that some specific set of markup indices
are the only possible “fair and equitable” markup indices. | do not believe
this to be the case and believe that all circumstances surrounding a rate
request must be considered before a given set of rates, cost coverages
and markup indices can be determined to be fair and equitable. Efforts to

force fit past coverages to a new case can only succeed if one is

compelled to ignore all new information and solely dwell on the past
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VP/USPS-T27-4.

Please refer to your testimony, USPS-T-27, beginning on line 24 of page 5,
where you state that “the escrow requirement is a unique financial circumstance
that merits a different approach than has been used in prior omnibus rate cases.”
(Emphasis in original.)

As a hypothetical, please assume the following outcome occurs. First, suppose
an across-the-board increase is implemented as proposed. Second, assume
that in FY 2006, after making the required escrow deposit, the Postal Service
achieves financial breakeven. Third, to avoid yet another rate increase in FY
2007, assume Congress allows that normal operations in FY 2007 can draw on
both the FY 2006 escrow account and the amount that would have been put in
escrow in FY 2007, and this in fact allows breakeven in FY 2007.

a. Would you agree that the rate relationships in FY 2007, which the Act
gives the Commission the authority to recommend, should be guided by
the factors in section 3622(b) of the Postal Reorganization Act (including
any other relevant policies of the Act)? Please explain any disagreement.

b. Would you agree that the rate relationships existing at the end of FY 2006
would be the result of a prior across-the-board approach, which you
characterize as a “different approach,” adopted because of what you refer
to as “a unique financial circumstance.” Please explain any disagreement.

c. Would you agree that carrying the across-the-board rates into FY 2007
would result in rates for that year that were guided by an earfier
application of an across-the-board approach instead of by an
unencumbered application by the Commission of the 3622(b) factors?
Please explain any disagreement.

d. Under the hypothetical conditions assumed for this question, would you
propose that the across-the-board rates be completely withdrawn at the
end of FY 2006 and that a new set of rates be implemented, with the
same breakeven revenue requirement, and that the new set of rates for
FY 2007 be set according to what you call the approach “used in prior
omnibus rate cases?” (USPS-T-27, p. 6, 1.1.)

e. If you would not propose the steps outlined in part d of this question, but
would instead argue that the approach used to fund the escrow payments
in FY 2006 is also the approach that should be used to fund the more-
traditional operating requirements of FY 2007, please explain how the
escrow approach accommodates what you see as the “unique” difference
between the burden associated with the escrow and the burden
associated with FY 2007 operations. In other words, how can the escrow

VP/USPS-T27-4 page 1 of 4

398



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF VALPAK DIRECT MARKETING SYSTEMS, INC.
AND VALPAK DEALERS’ ASSOCIATION, INC.

approach be something “in contrast to the approach to rate and fee levels
usually taken by the Postal Service and the Postal Rate Commission,”
justified by unique circumstances, and yet be suitable for the normal
operations that warrant “the approach . . . usually taken?” (USPST-27, p.
3,1.9-11)

f. Under the assumptions of this question, please explain how it would be
fair to mailers and consistent with the Postal Reorganization Act for the
rates in FY 2006 to be based on a “different approach” and for the same
rates in FY 2007 to be suitable for covering the ordinary operating
requirements of FY 2007.

g. Under the assumptions of this question, if you believe it would be fair to
carry the FY 2006 rates into FY 2007, please explain why this does not
suggest that there is really no difference between the financial burden of
FY 2006 and the financial burden of FY 2007.

h. Do you agree that — if the across-the-board proposal is recommended
and implemented in this case, and if the rates of that proposal are not
rescinded when the “unique” circumstances of the escrow burden no
longer apply, but are instead used as a platform relative to which any
future rate increases will be proposed — it follows that any consideration
given in future cases to the effects of rate increases on mailers will be
referenced to a set of rates selected under unique circumstances, and
thus would not be referenced to rates set in a normal omnibus case?
Please explain any disagreement.

RESPONSE:

This question poses a hypothetical series of events that | have not studied
and assumes Congressional actions that may or may not occur. The Postal
Service’s proposals in this docket are based on the circumstances and the
statutory requirements that currently exist. Witness Potter (USPS-T-1) has
stated that the Postal Service will withdraw this request if legisiation is
enacted that removes the escrow requirement while the request is pending.
a. | agree that, if the Postal Service requests a change in rates and fees at

some time following the conclusion of this docket (the assumption of your
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hypothetical that the “across-the-board increase is implemented as

proposed”) and the current statute is still in effect, then the Commission’s
recommended decision in that later docket would be guided by the factors
in section 3622(b) of the Act and these recommendations would also be
based on any other relevant policies of the Act. | have no testimony to
offer in this proceeding regarding future rate cases.

b. If the Commission were to recommend and the Board of Governors were
to accept and implement the rates proposed by the Postal Service in this
docket prior to October 2006, then | would agree that the rate relationships
existing at the end of FY 2006 would be based on the across-the-board
rate proposal discussed in my testimony and that of witness Taufique
(USPS-T-28). As |l discuss in my testimony, this approach to rate design
differs from the approach that typically underlies Postal Service rate
proposals.

c. See my response to part b. | would also agree that the reason underlying
the across-the-board rate Changé was because of the existence of the
escrow requirement. This requirement is a unique financial circumstance.

| would not agree that the Commission’s application of the 3622(b)
factors and its recommendation in any docket — including the present

docket -- has been or will be “encumbered” by the Postal Service's

proposals in that docket.
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d. The Governors of the Postal Service make all decisions as to whether the
Postal Service will request a change in rates or fees. If my opinion is
solicited by the Governors, at the end of FY 2006, | will assess the facts in
front of me at that time and offer my advice. However that is a matter
beyond the scope of my testimony.

e. See response to d.

f. My testimony concerns a request for rates and fees to be implemented in
FY 2006. Speculation about events beyond that period are beyond the
scope of my testimony.

g. See response to partf.

h. See response to part f.
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VP/USPS-T27-5.

In regard to the cost coverage of ECR mail, please refer to the following
statements by Postal Service witnesses. In Docket No. MC385-1, under the
heading of “Efficient Mail Pays Disproportionate Contribution,” withess McBride
said:

Exactly the same situation occurs in bulk regular third class, where the
efficient carrier route category has a cost coverage 94 percentage points
higher than the other category. [Docket No. MC95-1, USPS-T-1 at 16-17.]

And in that same docket, withess Moeller said:

The creation of the subclasses [in third-class mail] will enable the
assignment of markups in a manner which may lead to more equitable
rates, [and] if we were starting from a situation where the coverages for
the three [third-class] subclasses were equal, a somewhat lower
coverage for Enhanced Carrier Route relative to the combined
coverage for the three new subclasses could be supported. [Tr.
11/4135, 4275, respectively, emphasis added.]

In support of a proposed coverage of 228 percent for ECR mail in Docket No.
R97-1, witness O'Hara said:

This [percentage rate increase for ECR is somewhat below the system-
wide average increase, reflecting a desire to lower the very high cost
coverage of this subclass. [USPS-T-30 at 34, emphasis added.]

In support of a proposed coverage of 208.8 percent for ECR mail in Docket No.
R2000-1, percent, witness Mayes testified:

This [percentage rate increase for ECR] is somewhat below the system-
wide average increase, reflecting a desire to lower the very high cost
coverage of this subclass. [USPS-T-32 at 38, emphasis added.]

And in Docket No. R2001-1, in support of proposed coverages for ECR/NECR
mail, witness Moeller said:

The Postal Service is proposing a cost coverage of 217.8 percent over
volume variable costs for the ECR/NECR subclass, which results in a 6.2
percent average rate increase for ECR, and a 6.5 percent increase for
NECR. These are somewhat below the system average increase,
reflecting a desire to lower the very high cost coverage of this
subclass. [USPS-T-28 at 36, emphasis added.]
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a. Please explain the extent to which it has been the Postal Service’s
intention and expectation that over time the “very high cost coverage” on
ECR would and should be reduced from its estimated level of 218.1
percent at the time of Docket No. MC95-1. (Op. & Rec. Dec., App. F.)

b. Would you agree that if the cost coverage of ECR is not reduced over
some period of time following its creation, then the creation of ECR as a
separate subclass will have failed to achieve "more equitable rates” and to
reflect “market characteristics”? (See response of Postal Service witness
Moeller, Docket No. MC95-1, Tr. 11/4135 and 4146, respectively.) If you
agree, please explain whether a period that is now approaching 10 years
should be long enough to see some results. If you do not agree, please
state and explain all reasons for your position.

c. Please explain whether any reduction in the “very high cost coverage” of
ECR should be limited to reductions occurring in omnibus rate cases, of
which there have been only three since reclassification, one of which was
settled due to special circumstances. If you do not believe such reductions
in cost coverage should be so limited, please explain what other ways of
reducing the coverage should be considered.

d. Please confirm that, by virtue of the across-the-board proposal in the
instant docket, it is the Postal Service's position that yet another
opportunity to reduce the “very high cost coverage” of ECR should be lost
and that the existing situation should be perpetuated. Please explain fully
any failure to confirm.

e. If a relevant next case (meaning a case candidate for reducing the “very
high cost coverage” of ECR) after the instant docket is characterized by
important product redesign proposals, please explain whether it would be
the Postal Service’s position that that next case should not be used as
well to adjust relative cost coverages, on the grounds of limiting the effects
on mailers.

RESPONSE:
To clarify, the cites to witness Moeller’s testimony in Docket No. MC95-1 are:
ANM/USPS-T-18-3

dkkkhkhkkkhkkkkk

c. Inlight of your responses to parts a and b, please explain how
creation of the three subclasses will greatly improve equity.
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RESPONSE:

Jr e e ek Jodede ok ok gk

c. The creation of the subclasses will enable the assignment of
markups in a manner which may lead to more equitable rates.

Docket No. MC95-1, Tr. 2/4135; and,

OCA/USPS-T18-18. [As follow up to prior interrogatories]. . . .
Those interrogatories asked you to indicate what cost coverage you
would recommend for the three subclasses of Standard Mail
assuming a systemwide cost coverage of 156.8 percent. The
purpose of the interrogatories was to ascertain the relative
magnitude of the difference in cost coverage for the three
subclasses assuming the constraint of avoiding major rate
relationship changes did not exist.

... you may also assume that the Standard Mail cost
coverage is 150.9 percent, the same as the third-class bulk regular
rate coverage in Docket No. R94-1. . ..

a. How much below the combined coverage for the three new
subclasses would you expect the Enhanced Carrier Route cost
coverage to be? Would the cost coverage be approximately 10
percent, 20 percent, 30 percent, etc. below the combined cost
coverage for the three new subclasses?

ek dek ddkk Ak dkkdhkkkk

RESPONSE:

a. ... [lIf we were starting from a situation where the coverages for
the three subclasses were equal, a somewhat lower coverage
for Enhanced Carrier Route relative to the combined coverage
for the three new subclasses could be supported. Even with the
waiver of the constraint of avoiding major rate relationship
changes, | have insufficient information to speculate as to how
much lower of a coverage could be supported, but in the
situation you describe it could be as little as 10 percent.

Docket No. MC95-1, Tr. 2/4275-6.
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a. The Postal Service did not characterize the Commission’s Docket No.
MC95-1, recommended cost coverage of 218.1 percent as “very high.” In
that docket, witness Moelier discussed the pricing criteria with respect to
the proposed Enhanced Carrier Route subclass. In his testimony witness
Moeller concluded that: “The criteria which point to a relatively low cost
coverage are outweighed by the desire to avoid major rate relationship
changes.” Docket No. MC85-1, USPS-T-18 at 8. In the Postal Service's
request, the proposed Enhanced Carrier Route subclass cost coverage
was 212 percent.

Postal Service proposals (and Commission recommended
decisions), propose rate levels and cost coverages based on the
application of the pricing criteria of the Postal Reorganization Act. This
process involves a balancing of many conflicting considerations to arrive
at a proposed cost coverage. Simply because a cost coverage is “high” in
relative terms, does not necessarily mean that it is inappropriate, given all
of the factors that must be considered. In fact, in each case that you cite,
the Postal Service witness reached the conclusion that, while the ECR
cost coverage could be characterized as “very high” relative to the cost
coverages of other subclasses, that cost coverage was appropriate and
consistent with the requirements of the Postal Reorganization Act. In
these dockets, the Commission has reached similar conclusions

recommending cost coverages that were not substantially dissimilar to the
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Postal Services proposals, once costing methodology differences are
considered.

b. No. The Enhanced Carrier Route subclass provides options for customers
mailing geographically targeted advertising that are not available in the
Standard Regular subclass. By creating a separate ECR subclass,
market and demand differences were recognized not only in the rate
structure, but also to a greater extent in the classification structure. While
subclass level cost coverages are not fully independent due to the break-
even constraint, subclass status provides opportunities for re-evaluating
coverages and rates with fewer constraints than may otherwise exist if
ECR has not been created as a separate subclass.

c. For any fiscal year, the cost coverage for ECR can be computed, and this
cost coverage will change depending on the mail mix and operational
results for that year. One obvious, but not desirable, way to reduce the
cost coverage for ECR is for the Postal Service to become less efficient in
handling this mail. Another way to reduce calculated cost coverages
would be to change the underlying costing methodology. However,
neither of these changes in cost coverage would affect the actual rates
that customers pay — and could occur even if, as has been the case since
2002, ECR rates declined in real terms (did not change in nominal terms).

Within the context of an omnibus case, the evaluation of cost

coverage for ECR should and is based on the application of the pricing
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criteria. In this case, and in prior dockets, while noting relatively high cost
coverages for ECR and for other categories of mail, the Postal Service
has determined that these cost coverages and the associated rates can
and are supported by a reasoned application of the pricing criteria.

d. Not confirmed. The Postal Service has proposed the across-the-board
increase as the most appropriate way to incorporate the Congressionally-
mandated escrow requirement into rates in a circumstance where the
Postal Service would not otherwise have filed a rate request and rates
would not otherwise be changed. In addition, if, as your questions seem
to suggest, the rate proposal favored ECR and a smaller rate increase
was proposed, then that revenue must be recovered from some other
class of mail. ECR contribution will increase by approximately $205
million dollars between the test-year-before rates and the test-year-after-
rates. As compared to the rates that are proposed by the Postal Service,
eliminating the incremental contribution from ECR would roughly equate to
an additional increase of approximately one-cent in the First-Class Mail
additional ounce rates; an additional 9 percent increase in Periodicals
revenue; over a 3.7 percent increase in Standard Mail Regular after-rates
contribution; or, a need to find additional contribution equal to 80 of the
Parcel Post after-rates contribution.

e. To my knowledge, this possibility has not been considered.
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VP/USPS-T27-6.
Please consider the proposed cost coverage for ECR Standard Mail.

a. Please identify, by page and line references, the specific places in your
testimony where you discuss the proposed cost coverage for ECR mail.

b. Please clarify whether your assessment of the proposed ECR cost
coverage focused on the suitability of its absolute level (in view of the
section 3622(b) factors) or on the proximity to the cost coverage
recommended in Docket No. R2001-1, the latter of which seems to be
suggested by your discussion of markup indexes beginning on line 7 of
page 23 of your testimony, USPS-T-27.

c. USPS-LR-K-114 shows the proposed markup index for ECR to be 1.622
(under Commission costing) and the corresponding markup index of
Docket No.R2001-1 to be 1.560.

(i) Please explain whether the increase from 1.560 to 1.622 is one of
the comparisons you had in mind when you said on line 1 of page
24 of your testimony that “most of the relative relationships resulting
from the prior docket are maintained.”

(i) Please state whether it would be your proposal that the index level
of 1.622 should become part of the “cumulative evaluation of the
ratemaking criteria and the relative weightings of each” to which
you refer beginning on line 11 of page 23 of your testimony.

(a) If you believe it should become part of the “cumulative evaluation,”
please explain how it is fair to ECR mailers for all of their future
rates to receive a step increase based on what you refer to in other
places as a unique circumstance in this case.

(b) If you do not believe it should become part of the “cumulative
evaluation,” please explain how its effect should be removed.

d. Please refer to Exhibit USPS-27D in your testimony, showing a rate
increase for ECR mail of 5.5 percent and for ECR Nonprofit mail of 6.0
percent, and to witness Taufique's testimony, USPS-T-28, page 11, lines
17-18, proposing rate increases for the same categories of 5.6 percent
and 5.9 percent. Please explain which of these figures is correct, or
present the correct figures.

e. In evaluating the effects of the proposed cost coverage of ECR on mailers,
please explain the consideration you gave to the apparent fact that, under
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your proposal, Nonprofit ECR mailers are to receive a larger increase than
commercial ECR mailers.

f. Suppose Public Law 106-384 were interpreted to require that Nonprofit
ECR mailers must receive a rate increase of 13 percent, as referred to by
witness Taufique (USPS-T-28) on pages 11-12 of his testimony.

() Please explain whether you would regard an increase of 13 percent
for the preferred category of Nonprofit ECR to be fair and equitabie
and to be acceptable under the unique circumstances of this case.

(i) If you would not regard the 13-percent increase to be acceptable,
please explain what steps you would recommend to reduce that
effect.

(i) If reducing the effect on Nonprofit ECR mailers were seen to be a
desirable goal, please explain why reducing the cost coverage on
ECR mail would not be an acceptable way to accomplish that goal,
especially in view of the fact that the cost coverage of ECR is

extremely high and that the proposal is to increase its markup
index, as discussed in part ¢ of this question.

RESPONSE:

a. My testimony discusses why | believe that the across-the-board approach
used in this case results in rate levels that are consistent with the pricing
criteria of the Postal Reorganization Act. While | do not discuss the
application of the pricing criteria to Enhanced Carrier Route Standard Mail
explicitly, | believe that the resulting cost coverage for ECR (as well as the
coverages for all other subclasses and special services) are consistent
with the requirements of the Postal Reorganization Act.

b. My assessment of the proposed ECR cost coverage (as well as the cost
coverages of the other subclasses and special services) focused on the
absolute level of the cost coverage, the change in cost coverage from

those recommended in Docket No. R2001-1, as well as the other statutory
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considerations of the Postal Reorganization Act. The use of markup
indices provides one indication of changes in relative cost coverages but
does not, in and of itsself, necessarily indicate that a cost coverage for a
specific subclass is too high or too low. The relative markup index for a
subclass could, for example, change when the underlying cost coverage

for that class does not change due to shifts in the application of the pricing

criteria to other subclasses of mail.

(i) Yes. Generally, those subclasses of mail which had high
markup indices in Docket No. R2001-1 have high markup
indexes under the Postal Service’s current proposal.

(i) The cumulative evaluation of the rate-making criteria and the
relative weightings of these criteria have resulted in the rate
structure that exists today. If the Postal Service's proposal in
this docket were recommended by the Commission and
approved by the Governors and implemented by the Board of
Governors, the across-the-board treatment of the escrow
requirement would be incorporated in the resulting rates.

(a8)  While the rates at any time reflect the cumulative
evaluation to that point of the rate making criteria and the
relative weightings of the criteria in prior Commission

recommended decisions, the Commission may choose to
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change these weightings if it considers this to be
appropriate. As | have previously indicated, the
Commission’s markup index suggests that it does
reassess and respond to new circumstances as
appropriate. Given the circumstances underlying this
case, the Postal Service has determined that it would not
otherwise change rates and fees and is doing so solely to
recover the escrow requirement. My testimony provides
the rationale and recommendations that the Postal
Service believes are appropriate for addressing these
new circumstances..

(b) See (a)

d. The two sets of numbers reflect different methods of calculating a change
in rates. | have calculated percent changes keeping volume and mail mix
constant, this more accurately shows the actual changes in rates that
would be paid as a result of the Postal Service’s proposal. Witness
Taufique informs me that the percent changes calculated in his testimony
reflect changes between the test-year-before-rates and the test-year-after-
rates allowing the volume and mail mix to change.

e. In preparing my testimony | was aware that the proposed rate increase for
Nonprofit ECR customers is higher that the proposed rate increase for

commercial ECR customers. It is my understanding that the proposed
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rates for both ECR and NECR were developed by applying the same 5.4%

increase to each rate element. The difference in the final percentage rate

increase between ECR and NECR can be explained by the need to apply
the customary one-tenth of a cent rounding constraints and the need to
make several minor adjustments to the preliminary rates to preserve the
uniform sizes of workshare discounts and the residual shape surcharge
across presort levels and Standard Mail subclasses.

f. The provisions of section 3626 establish requirements affecting the
relationship between the rates for the nonprofit and commercial Enhanced
Carrier Route subclasses. These provisions were established to ensure
preferential rate treatment for nonprofit subclasses as compared to their
commercial counterparts. These requirements are imposed on the results
of the rate design for nonprofit subclasses and their commercial
counterparts.

) If the statute required a 13 percent increase in NECR rates, the
Postal Service would have proposed rates that met this
requirement. Meeting this assumed requirement would be similar
to the case of Registered Mail where the statutory requirements led
to a 70 percent proposed fee increase. In this case, the Postal
Service determined that the proposed 6 percent increase was fair
and equitable and was consistent with the requirement that the

NECR average revenue per piece be nearly as practicable equal to
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60 percent of the average revenue per piece for ECR. See USPS-

T-28 at 11-12.

See response to part (i). In evaluating the cost coverages and
the rates resulting from the application of the across-the-board
increase, it was determined that the current proposal met the
requirements of the Act.

it may be possible that some alternative rate design could
reduce the overall cost coverage of the combined ECR and
NECR subclasses, reduce ECR rates as compared to the
current proposal, and result in the average revenue for NECR
being exactly equal to 60 percent of the average revenue per
piece for ECR. However, granting ECR preferential treatment —
a lower rate increase — would effectively penalize non ECR
subclasses through a higher percentage rate increase. Given
the lack of association of the escrow requirement with the
provision of postal services, | do not believe that it would be fair
and equitable to exempt any subclass — either partially or totally

— from an equal share in this Congressionally-mandated burden.
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VP/USPS-T27-7.

Please refer to the foilowing statements from the Opinion and Recommended
Decision in Docket No. MC95-1.

Quantitative and qualitative evidence in the record does support a finding
that there are market differences between carrier route and noncarrier
route Standard Mail. The Commission recommends the creation of an
Enhanced Carrier Route subclass to reflect this. [p. |-7, § 1017, emphasis
added.]

The Commission adheres to the view that the classes should only be
subdivided when a valid reason to do so exists, such as to allow better
application of the statutory ratemaking criteria. [p. I1I-8, § 3019.]

Large differences in own-price elasticities are clearly important
evidence supporting separate treatment under § 3622(b)(2). [p. 11-45, §
3120, emphasis added.]

The Commission is satisfied that the proposed Enhanced Carrier Route
subclass has distinct demand characteristics which indicate differences
in value to senders. [p. II-46, ] 3121, emphasis added.]

The Commission concludes, based on this record, that the only benefit of
disaggregating subclasses further would be the ability to reflect
differences in demand or other non-cost factors of the Act in separate
markups.” [p. IV-115, ] 4253, emphasis added.]

Fourth, the own-price elasticities and other demand characteristics of
carrier route and noncarrier route mailers are sufficiently different so that
separate rates and discounts for carrier route and noncarrier route mail
should improve the equity and economic efficiency of the postal rate
structure. [p. V-189, {5460, emphasis added.]

Please refer also to the following statement from the Opinion and Recommended
Decision in Docket No. R77-1:

If presorted first-class constitutes a ‘class of mail’ or 'type of service’ for
purposes of [§ 3622(b)], it follows that the rate adopted must be based on
an independent application of the § 3622(b) factors. [Op. & Rec. Dec,,
Docket No. R77-1 at 241, fn. 1,7, emphasis added.]

In addition, please note that the own-price elasticity of quantity demanded of
ECR is estimated by witness Thress to be -1.093 (42 percent more elastic than
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the corresponding estimate of -0.770 in Docket No. R2001-1, see USPS-T-8, p.
50). In the instant docket, see USPS-T-7, Table 1, p. 9.

a. Please state whether, in your opinion, the current rate relationships, which
the across-the-board proposal would perpetuate, adequately and
acceptably recognize the "market differences” between ECR and Standard
Regular mail, the “{l]large differences in own-price elasticities” between
these two subclasses, and the “distinct demand characteristics” of ECR
mail, all emphasized by the Commission as items of importance in its
decision to recommend the ECR subclass.

b. If the answer to preceding part a is affirmative or in part affirmative, please
explain in detail how (i) the market differences, elasticity differences, and
demand differences between ECR and Standard Regular mail are
recognized in the existing rates and unit contributions to institutional costs,
and (ii) how these factors are recognized in the proposal in this docket for
an across-the-board rate increase.

c. Unless your answer to part a is an unqualified affirmation, please explain
the time frame and the steps which should be taken to recognize
adequately the market differences, elasticity differences, and demand
differences between ECR and Standard Regular mail.

d. If the answer to part a is less than an unqualified affirmation and the
answer to part c is explicitly or implicitly that no steps should be taken in
this case, please explain whether it is in effect the Postal Service's
position that the unique circumstances of this case justify the perpetuation
of relationships that do not properly recognize the market differences,
elasticity differences, and demand differences between ECR and
Standard Regular mail.

e. If the Postal Service believes that some benefits from disaggregating have
been realized since Docket No. MC95-1, please list separately (i) each
benefit realized, and (ii) which subclass of mail has realized each benefit.

RESPONSE

a-e The across-the-board rate proposal maintains the rate relationships
embodied in the current rates and these rate relationships recognize the
underlying cost and demand differences between ECR and Standard

Regular Mail. The Enhanced Carrier Route rates and rate design reflect
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market differences, elasticity differences and demand differences between
ECR and Standard Regular by having rate structures which reflect the
differences in the purposes for which these two subclasses are used.
Advertising mailed using ECR rates is typically targeted customers who
are more highly concentrated within specific geographic markets.
Conversely, Standard Regular is typically used for advertising messages
which are not as geographically targeted. This is reflected in the rate
structure for ECR which offers rate options for high density and saturation
advertising that are lower than those offered for Standard Mail Regular.
While the Postal Service has indicated in the past a desire to
reduce the relative cost coverage for Enhanced Carrier Route over time, it
does not intend to do this without fully considering the circumstances
which surround each rate request. The process of adjusting ECR’s
relative cost coverage has been and will continue to be a gradual
approach that will be influenced not only by measured costs, and cost
coverages, but also rates, rate relationships and rate changes. This
approach is consistent with the Postal Service's approach to rate design
and rate levels for all classes of mail, not just ECR.
In this case, the Postal Service determined that projected revenues

would be sufficient to meet its revenue requirement absent the escrow

obligation. Consequently, the Postal Service would not have instituted a

rate request if it were not for the escrow requirement. ECR rates would
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not have changed relative to either Standard Regular rates or the rates of
any other subclass. Facing this situation, | believe it would be inequitable

to increase, say, Standard Regular or First-Class Mail rates
disproportionately solely because the escrow requirement has been
imposed. Effectively, the non-ECR subclasses would bear more of the
burden of the escrow requirement.

The existing rate structure embodies the balancing of the nine
pricing criteria since reorganization. This balancing has included the
creation of the ECR subclass following Docket No. MC95-1 and the
establishment of rates to address the needs of a specific segment of
Standard Mail. While some additional adjustments may become
necessary, this is not the time to undertake adjustments to rate
relationships or rate designs. The potential for Congressional action
removing the escrow requirement must be considered. The proposed
across-the-board rate increase permits the Commission to separate the
escrow obligation from other issues in rate design that would not

otherwise be raised by the Postal Service.
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VP/USPS-T27-8.

On page 4 of your testimony, USPS-T-27, you refer to section 3622(b) of the
Postal Reorganization Act, which requires attention to, among other things,
section 3622(b)(3), which is:

the requirement that each class of mail or type of mail service bear the
direct and indirect postal costs attributed to that class or type plus that

portion of all other costs of the Postal Service reasonably assignable to
such class or type....

On page 16 of your testimony you discuss this requirement as “specifying that
each class of mail must at least bear the direct and indirect postal costs
attributed to that class.” In the rest of the associated subsection of your
testimony, you discuss incremental costs and the costs for Registered Mail. See
subsection “C. Cost,” beginning on page 16 and ending on page 17.

a. Please confirm that you believe a statement that each subclass must at
least bear its attributable costs is essentially the same as, and captures
virtually the full meaning of, a statement (in the law) that each subclass
must bear the “direct and indirect postal costs attributed to that [subjclass
or type plus that portion of all other costs of the Postal Service reasonably
assignable to such [sub]class or type.” If you do not confirm, please
explain what you see as the differences between the two statements.

b. Please discuss whether it is basically your position that the requirement of
section 3622(b)(3) can be met by setting rates in neglect of attributable
costs and then checking ex post to see if those rates “at least” cover their
associated attributable costs. If this is not your position, please clarify in
step-by-step fashion how you believe the cost recognition of this section
should be carried out.

c. Please consider the simple restatement that section 3622(b)(3) requires
that the rates for a subclass recognize the costs of the subclass and then
be based on those costs.

(1) Is it your position that there is essentially no difference between
this restatement and your statement that the rates for a
subclass must “at least” cover the costs of the subclass? Please
explain any answer that is not an unqualified affirmative, and
how you see the two statements to be substantially different.

(i) The term “cost-based” rates can be used to refer to rates which
are based upon the costs of the mail in question being known
and acknowledged, with a markup over such costs (in line with a
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rational, defensible decision as to what the markup should be)
to arrive at the rates. Do you agree with this definition? If you do
not, please explain any disagreement and provide your own
definition of “cost-based” rates.

(i) In general, is it your position that when the Postal Service
recognizes current costs in appropriate ways it can meet mailer
needs more efficiently and effectively? Please explain any
disagreement. Also, please explain any terms in your answer
that you believe will not be appropriately understood.

d. Please suppose the following: (1) rates are set in the instant case in an
across the- board approach in neglect of current costs, with an after-the-
fact check to see if the costs are covered in a degree that seems within
bounds (as you appear to do in your discussion surrounding “Table 3" on
pages 22 through 24 of your testimony); (2) the rates in the rate case
immediately following this case are set by looking directly at then-current
costs and deciding on an appropriate markup (as the Commission
normally does); (3) the next rate case also makes some product redesign
changes (along the lines that currently are known to be under
consideration); and (4) cost estimates change from Docket No. R2001-1 to
this docket to the next docket (as the Postal Service's costs normally do,
especially when there are changes in technology and other improvements
in the system).

(i) Under these conditions, do you think it likely that mailers would
see no changes in relative rates in this case and large changes
in relative rates in the next case, due to the need to catch up
from making no changes in this case? If you do not think this is
likely, please explain all reasons why it is unlikely.

(i) Please confirm that in recent years there has been discussion in
postal circles and various newsletters about a desire by mailers
for smaller, more frequent rate changes instead of larger and
less frequent rate changes. If you do not confirm, please
discuss the pros and cons of those two approaches to

ratesetting.

(i) If greater recognition of costs occurred in this case, along lines
that you refer to as “traditional” on line 16 of page 20 of your
testimony, do you believe that any rate adjustments viewed as
needed in the next case could be smaller? Please explain any
answer not in the affirmative.
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(iv)  Iflarge rate adjustments were found to be needed in the next
case, but were tempered in recognition of the effects on mailers,
do you agree that this would further prolong the time needed to
reach desired rate positions, prolonging it until such time as the
Postal Service makes a “determination that a rate request is
necessary?” (USPS-T-27, p. 13, II. 9-10.) Please discuss any
disagreement.

(v) Please provide your assessment of the possibility that in the
rate case immediately following the instant case the Postal
Service will be juggling the need for large rate adjustments to
recognize then-current costs and the need for adjustments to
implement product redesign changes, and that concern over the
former will sfow progress on the latter, leading to a less efficient
Postal Service than would be possible if adjustments were
made in this case to recognize current costs more fully.

RESPONSE:

a. Criterion 3 imposes an attributable cost floor in “the requirement that each
class or type of mail service bear the direct and indirect postal costs
attributable to that class or type.” Criterion 3 also imposes a requirement
that the total revenue from the Commission’s recommended rates and
fees be sufficient to recover “all other costs of the Postal Service.” This
second requirement is met through the assignment of institutional costs
among the various subclasses and special services. PRC Op. Docket No.
R2000-1 at 194-5. Confirmed that the inclusion of the phrase “at least” is
intended to reflect the second part of the section 3622(b)(3) criterion

addressing the assignment of institutional costs to the various subclasses.

b. No, this is not my position. For each subclass and special service, the

rates recommended by the Commission must cover attributable costs.
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This is a requirement placed on the outcome of the Commission’s
deliberations. Section 3622 does not impose an “ordering” on
consideration of the nine pricing criteria requiring that criterion 3 be

considered first, last, or in any other position relative to the consideration

of the other eight criteria.

The assignment of institutional costs to the subclasses of mail and
special services is accomplished through the application of the eight (non-
cost) criteria of section 3622(b). This process involves weighing
potentially conflicting factors to reach a fair and equitable rate level
proposal. This process is inherently judgmental and therefore cannot be
described in a formulaic manner. The Act gives the Commission sufficient
discretion to consider “public interest considerations” and to consider
potential “tradeoffs designed to address these public interest issues.”
PRC Op., Docket No. R2001-1 at 46. The Postal Service's rate level
proposal is based on witness Potter’s judgment that the circumstances
surrounding the escrow requirement and the need to recover the escrow
through an increase in the Postal Service's revenue requirement were
best met through an across-the-board increase in rates and fee. My
testimony describes how this approach is consistent not only with the
section 3622(b)(3) requirement that attributable costs are covered but also

with the other eight pricing criteria.
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No. Section 3622(b)(3) requires that the revenue resulting from
each subclass be sufficient to cover the direct and indirect costs
of that subclass. While there is a relationship between the
requirement that revenue cover costs on a subclass basis, and
the individual proposed rates, the pricing criteria — including
criterion 3 — are applied at the subclass level not at the level of
the individual rates.
I would agree that the term “cost-based rates” could be used to
refer to rates for any product which are based upon the costs of
that product plus some markup over those costs. However, |
would disagree with the implication that “cost-based rates” is a
complete description of postal rates and fees developed under
the pricing criteria of the Postal Reorganization Act.

Congress did not limit pricing considerations under the
Postal Reorganization Act to the construction of “cost-based”
rates. Individual pricing criterion, examined in isolation, could
be used to argue that the Postal Reorganization requires not
only “cost-based rates” (criterion 3); but, also, “value-based
rates” (criterion 2), “rates based on operational requirements”
(criterion 6); or “social policy-based rates” (criterion 8). While

consideration of costs is important — and the Postal Service's
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proposal in this case meets the cost coverage requirements of
criterion 3 — it is not the only criterion specified in the Act. The

Postal Service in its proposal and the Commission in its
recommendation must balance all nine pricing criteria to meet
the objective of a rate structure that not only results in rate
levels that cover costs at the subclass level but also meets the
other objectives set out in the Postal Reorganization Act. |

(i) The Postal Service’'s goal in designing rates is to reflect the
costs of providing mail services, to encourage specific customer
behavior, and to offer customers alternatives that meet their
needs in ways that are consistent with the pricing criteria of the
Act. While efficiency in operations is a goal of the Postal
Service, it is not the sole goal of rate design and may conflict
with other statutory requirements. For example, the

requirement that rates for Media Mail and Library Mail do not

vary with distance may not be consistent with the full recognition

of costs; however, it is required by the statute. Similarly, social
policy considerations affecting preferred classes of mail may
result in rates that are lower than those that would result from a
purely efficiency-driven approach to rate design. Lastly, some
rate elements such as nonmachinable surcharges are designed

to compensate the Postal Service for a portion of the costs of
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handling less efficient mail. However, in some instances, the
full cost differentials between machinable and nonmachinable
mail have not yet been recognized due to consideration of other
factors including the mitigation of the effect on customers.

d. This question assumes a hypothetical regarding not only the outcome of
this case but also the Postal Service's approach to pricing and
classification in a subsequent case as well as an assumed pattern of cost
changes between Docket No. R2001-1 and the next case following Docket
No. R2005-1. | am not able to offer testimony regarding the Postal
Service's proposals in any future rate case.

(1) I cannot predict what mailers will see when the Postal Service
files its next omnibus rate request.
(i) Confirmed. See, for example, the transcript of the "Rate Making
Summit” May 28, 2002 and June 27, 2002; available on the
PRC website.
(i)  To clarify, my testimony on page 20, lines 15-16 states:
As witness Taufique V(USPS~T-28) explains, the across-the-
board approach does not use the same approach to rate
design that is traditionally employed.
USPS-T-27 at 20, lines 15-16.

Otherwise, | am not able to predict what the next

omnibus rate request may contain or how it may be viewed.
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(iv)  Itis beyond the scope of my testimony to speculate about how
some rate increases in the next omnibus rate case may be
viewed in relation to any preconceived “desired rate positions.”

(v) | would expect, that in any subsequent rate proposal, as has
been the case in the preparation of this proposal and previous
proposals, that the Postal Service will need to balance (1) the
need to meet a revenue requirement; (2) rate relationship and
rate design considerations; (3) cost coverage issues; (4)
operational requirements; and, (5) product design and
classification issues. While certainly not easy, as was done in
this case (and described in my testimony), this will be
accomplished through the balancing of the pricing criteria in

section 3622(b) as well as other relevant statutory provisions of

the Postal Reorganization Act. See also the response to (iv).
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VP/USPS-T27-9.

Please refer to your statement on page 9, beginning on line 1, of your testimony,
USPS-T-27:

While some may view the decision to use an across-the-board approach
as a missed opportunity to re-open long-standing debates over rate
design, classifications, and costing proposals, this view would inaccurately
characterize where we would be now if the escrow obligation did not exist.

a. lIs it your view that the interests of parties intervening in Commission
proceedings can be fairly characterized essentially as not wanting to miss
an “opportunity to re-open long-standing debates™? Please explain.

b. Is it your view that the process of review and examination that occurs
before the Commission can be fairly characterized essentially as one of
debating issues, many of which are of long standing? Please explain.

c. Do you think it likely that some of the parties intervening before the
Commission are interested in examining and requesting proper
recognition up-to-date costs for the subclasses they use? Please explain.

d. Do you think it would be reasonable for parties intervening before the
Commission to be concerned if an opportunity were lost to update Postal
Service costs and to assess the extent to which the rates they pay are
appropriately based on those costs? Please explain.

e. Do you view an opportunity lost because a rate case is filed in an across-
the board approach as essentially the same (and as of equal moment) as
an opportunity lost when a case is not filed at all? Please explain.

RESPONSE:

a. Itis my view that parties intervening before the Commission do so
because they are interested in providing guidance to the Commission on
potential rates and classifications that would likely be beneficial to those
parties’ economic interests. This generally results in similar issues

concerning rate design, classifications, and costing being discussed

VP/USPS-T27-9 page 1 of 3
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before the Commission in a series of rate cases. | do not view parties’

interventions to be for the sole purpose of engaging in debate.

b. Yes. itis my view that the Commission bases its decisions in an omnibus
rate case on the record which does include debate over the merits of
various positions. Some of these issues have been raised and discussed
over a series of omnibus rate cases.

c. Yes, in past cases, | have testified on rate design for Priority Mail and
First-Class Mail. In both those cases, some parties raised costing issues
for the Commission’s consideration. However, raising a costing issue
does not necessarily mean that the advocated position is consistent with
“proper recognition [of] . . . costs.”

d. Although the Postal Service has proposed an across-the-board rate
increase, the opportunity to “update Postal Service costs™ has not been
lost in this case. The Postal Service has provided an array of cost studies
with its rate request.

e. Your statement does not appropriately portray the Postal Service’s
decision to file an across-the-board rate case. Serious consideration was
given to the decision to file an across-the-board proposal, including the
potential effects on not proposing a variety of rate and classification
changes that may otherwise have been proposed. However, the decision
to file an across-the-board rate increase hinged on two facts: (1) the

Congressionally-mandated escrow obligation; and (2) the reality that, if the
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escrow obligation did not exist, the Postal Service would not have
requested any changes in rates and fees. As explained in my testimony,
an across-the-board approach fairly distributes the escrow burden — which
is not associated with the provision of any mail product or service —
without unduly burdening any one group of customers. The escrow
requirement could have been funded through the increase in rates that
was disproportionately focused on one or a few subclass. In this example,
customers in those subclasses could reasonably have questioned the
reasonableness of this allocation — they did not “cause” the escrow
requirement and do not differ in that respect from customers who did not
face the burden of increased rates. Distributing the escrow burden
disproportionately to subclasses with low cost coverages — perhaps those
where either the Postal Service or the Commission has previously
indicated that it would like to increase the coverage — while possibly
appealing, does not address the central concern that prior determinations
about appropriate coverages are not associated with the imposition of the

escrow requirement.
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VP/USPS-T27-11.

Please refer to your response to VP/USPS-T28-17(d), redirected from witness
Taufique (USPS-T-28), where you state that “In this example, it is unclear
whether you are referring to marginal costs or total costs of providing a product,”
and, in referring to the response of witness Taufique to VP/USPS-T28-17(c), you
state “Therefore, | do not believe, given the break-even constraint and the level
of institutional costs, that the pricing of Postal Service products could necessarily
result in rates and fees equal to marginal costs for every product.”

a. Please define the term “product” as you use that term in your above-
quoted response.

b. Please refer to your definition of “product” in preceding part a and identify
the number of Postal Service products that currently exist in the ECR

commercial subclass and, referring to Rate Schedule 322 in the Request,
please describe what those products are.

RESPONSE
a. In my response to VP/USPS-T28-17(d), | use the term “product” as being
equivalent to a éubclass or special service for which the nine pricing
criteria are applied in determining the cost coverage.

b. One. The entire Standard Mail Enhanced Carrier Route subclass.
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VP/USPS-T27-12.

Would you agree that a change in rates described generally as a 5.6 percent
“across-the-board” increase represents an approach to setting rates that is both
formulaic and unusual? If you do not agree that this is a formulaic approach to
rate setting, please explain why not, and define or state what in your opinion
would constitute a formulaic approach.

RESPONSE:

I would agree that the Postal Service's proposed 5.4 percent across-the-
board increase in rates and fees is “unusual” because the Postal Service has
only requested an across-the-board increase in one other docket: Docket No.
R94-1.

I would agree also that the proposed 5.4 percent across-the-board rate
increase involves calculating proposed rates using a formula, that is,

Proposed Rate = Current Rate * 1.054
with some adjustments based on rounding constraints, statutory requirements
associated with Within County Periodicals, and, in the case of Registered Mail
and Periodical Applications Fees, to cover costs.

However, | do not agree that this is a “formulaic approach to rate setting.”
A formulaic approach to ratemaking would apply the same method to ratemaking
regardless of the circumstances surrounding the rate request. Formulas can be
applied in rate design without the approach being “formulaic.” Appropriate
ratemaking requires that the full context surrounding a rate request be
considered and incorporated into the rate proposal. In this case, the Postal

Service has considered the full set of circumstances surrounding the rate request
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RESPONSE to VP/USPS-T27-12 (continued):

including the facts that if the escrow obligation did not exist a change in rates
would not have been requested, and rate relationships and cost coverages would
not have been changed. Moreover, the escrow requirement is not associated
with the provision of any particular subclass or special service.

The rate request in this docket has been designed to recover the escrow
requirement in the most fair and equitable way possible — on a pro rata revenue
basis. As discussed in my testimony, other methods could have been used — for
example allocation of the escrow burden based on contribution or attributable
costs or a judgmental assignment of the escrow burden to individual mail
subclasses — but these would have placed the escrow burden disproportionately
on some groups of customers in a way that | believe would be unfair and

tnequitable.
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VP/USPS-T27-13.

Please refer to your testimony at page 7 (ll. 9-10), where you state that “While
the Postal Service incurs other institutional costs, these other costs, unlike the
escrow requirement, are related to the provision of mail services....”

a.

Where you refer here to “the provision of mail services,” please explain
whether you are referring to the current (or future) provision of mail
services, or to the provision of mail services at any and all times in the
past?

To the extent that the Postal Service's institutional costs have included
retroactive payments to cover workers’ compensation costs for injuries
incurred prior to enactment of the Postal Reorganization Act, would you
consider those costs to be for the provision of mail services? Please
explain why a retroactive payment for costs incurred so many years ago
should be considered as falling within the ambit of “provision of mail
services.”

Since the current law now requires the Postal Service to pay all retirement
costs for Postal Service employees who have credit for military service,
would you consider that portion of retirement costs related to military
service to be for the provision of mail services? Please explain why this
particular portion of retirement costs should be considered as falling within
the ambit of “provision of mail services,” and explain what distinguishes
this expense from the institutional overhead expense imposed by the
escrow obligation.

RESPONSE:

a.

I am referring to institutional costs included in the test-year cost estimates.
In discussing the costs incurred in association with the provision of mail or
postal services as compared to the escrow obligation, | am drawing a
distinction between costs associated with the ongoing operations of the
Postal Service and the escrow requirement that is not been dedicated to

any specific use by Congress. As witness Tayman observed,
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RESPONSE to VP/USPS-T27-13 {(continued):

The amount of the escrow expense is arbitrarily determined in the
sense that it represents the difference between the funding
requirement relating to a legitimate estimate of the Postal Service’s
CSRS obligations and an estimate of these obligations that was
determined to be substantially in error.* USPS-T-6 at 12, lines 4-8.

b. —c.
As discussed above, | would consider costs incurred for the ongoing
operation of the Postal Service to be “related to the provision of postal
services” as | define that term in the response to part a. While accounting
principles and, in the case of the escrow obligation, Public Law 108-18
(discussed by witness Tayman, USPS-T-6) govern the treatment of
specific costs and their inclusion in the test-year, for the purposes of this
discussion, | am not referring to the provision of mail services in any
specified period. The distinction | am making between these costs and
the escrow obligation is that the escrow obligation has not been dedicated

to any specific use by Congress.
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VP/USPS-T27-14.

Please refer to your testimony at page 6 (ll. 19-20) where you state that “postal
management was faced with the question of how to most equitably recover the
escrow burden in a circumstance where they would not otherwise be proposing
changes in rates and fees.” (Emphasis added.) Please also refer to your
testimony at page 8 (ll. 11-12) where you state that “[a]llocating the escrow
obligation pro rata based on revenue spreads the burden of the escrow
requirement equitably....” (Emphasis added.)

a.

Is it your opinion that an across-the-board percentage increase in rates is
the most equitable way of recovering an increase in institutional costs?

Is it your opinion that any other set of rate increases not based pro rata on
revenue would be a less equitable way of recovering either (i) any
increase in institutional costs, or (ii) an increase in institutional costs
mandated by Congress? Please explain your answer.

Unless your answer to preceding part a is an unqualified affirmative,
please indicate whether it is your opinion that an across-the-board
percentage increase in rates is the most equitabie way of recovering an
increase in institutional costs only when the increase is mandated by
Congress. If this is your opinion, please (i) explain why obligations
mandated by Congress require different treatment, and (ii) opine as to why
Congress has not enacted a special subsection under Section 3622(b) to
allow the Postal Service and the Postal Rate Commission to deal with this
situation, or (iii) explain why the Postal Service, in the absence of such
legislation, has take it upon itself to decide that the existing rate-setting
criteria in Section 3622(b) of the Postal Reorganization Act are inadequate
and different treatment is required.

RESPONSE

a.

No. It is my opinion that the proposed across-the-board increase is the
most equitable way to recover this specifically-identified institutional cost —

the Congressionally-mandated escrow obligation.
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RESPONSE to VP/USPS-T27-14 (continued):

b.

i. No. In past dockets, the Postal Service has proposed and the
Postal Rate Commission has recommended the allocation of non-
escrow institutional costs on bases other than on an across-the-
board basis. | believe this to have been appropriate given the
circumstances surrounding those dockets. However, given the
circumstances surrounding this docket, | believe that the allocation
of the escrow obligation on a pro rata revenue basis to be
appropriate.

ii. No, while | believe the escrow requirement to be unusual and it is
not likely that a similar circumstance will arise again; | cannot
speculate on all possible future actions of Congress. Compared to
prior Congressional actions, the escrow requirement is unique in
that it is not associated with the ongoing operations of the Postal
Service, and it has not been dedicated to any specified purpose. In
past instances, for example the OBRAs of the early 1990s,
Congressionally-mandated changes in Postal Service costs were
addressed through a more conventional rate approach. Generally,
| would expect that to be the case in most instances. However, the

treatment of any new burdens will certainly merit a full and
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RESPONSE to VP/USPS-T27-14 (continued):

independent judgment based on the particular facts underlying the
specific circumstance.

c. No. While | cannot provide a specific example, it is possible that, at some
point in the future, an across-the-board percentage increase would be an
abpropriate way to recover some institutional cost burden that was not
mandated by Congress. However, | would expect such an occurrence to
be infrequent. The specific circumstances surrounding such a cost would
need to be examined to make such a determination. While the pricing
criteria of section 3622(b) do not address every particular circumstance
that could possibly arise in postal ratemaking, it does provide sufficient
flexibility to address many different circumstances including the escrow
obligation. The Postal Service has not decided that the existing rate-
setting criteria are inadequate; we have determined that under the current
circumstances that an across-the-board increase is appropriate based on

an evaluation of the pricing criteria.
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VP/USPS-T27-15.

Please refer to your testimony at page 12 (ll. 15-18) where you state: Because
the escrow expense does not vary with mail volume, and, in fact, is not related to
the provision of postal services, it would be unreasonable to propose that any

one customer or group of customers bear a disproportionate share of this
expense.

a. Can you identify any institutional overhead expenses that vary with

volume? Unless your answer is an unqualified negative, please identify
each such expense.

. Has the Postal Service made any attempt to identify other expense items
in its annual budget that may not be related to the provision of postal
services?

- Would you agree that having Standard ECR mailers pay a 244.1 percent
coverage, while, for example, Standard Regular mailers pay a 159.6
percent coverage and Periodicals within county mailers pay a 104.3
percent coverage, results in Standard ECR mailers bearing a
"disproportionate share of this expense?” If not, please explain.

. Why is it reasonable to propose that any one customer, or group of
customers, bear a disproportionate share of the Postal Service's
institutional overhead expense, as the Postal Service has proposed in
prior omnibus rate cases?

RESPONSE

a. No. ltis my understanding that the intent of the attribution process is that

institutional costs do not vary with volume.

. Yes. As discussed in my response to VP/USPS-T 27-13, | am using the
phrase “provision of postal services” in a very broad sense to include all
costs associated with the ongoing operation of the Postal Service. |
recognize that, in some contexts, the term “postal services” has a
narrower definition. It is my understanding that the annual budget

includes all operating costs and projected revenues for the Postal Service.
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RESPONSE to VP/USPS-T27-15 (continued):

C.

—d. The fact that cost coverages differ between subclasses and special
services is not related to the escrow burden. As USPS-LR-K-114
indicates, the Postal Rate Commission has recommended (and the Postal
Service has proposed, for that matter) different cost coverages based
upon its view of the pricing criteria and the particular circumstances. That
occured without the escrow requirement.

Witness Potter has stated that this rate increase proposal will be
withdrawn if the escrow obligation is removed. Therefore, we have
designed this increase to do two things: (1) recover the escrow
requirement in the most fair and equitable way possible, and (2) recognize
that the current rates and rate relationships would be maintained in the

absence of escrow requirement.
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VP/USPS-T27-17.

Please refer to your testimony in Section |V.B, starting at page 13 (I. 15) where
you discuss the Value of Service criterion contained in Section 3622(b)(2) of the
Postal Reorganization Act. Aside from your explanation of the various factors
that have been used to assess value of service, please explain how you explicitly
took into account value of service when recommending (or reviewing) coverages
for each class and subclass of mail, and how that consideration caused you
either to increase or decrease the coverage on any individual class or subclass

of mail. If the circumstances of this case caused you essentially to ignore, or
override considerations of value of service, please so state.

RESPONSE

In this case, the Postal Service was faced with the need to recover an escrow
obligation that does not depend on the value of service associated with any
particular class of mail. The escrow requirement has been Congressionally-
mandated and there is no indication that higher value of service or lower value of
service mail classes were intended to bear a greater or lesser share of the
escrow burden. Consequently, it was not appropriate to allocate this unique cost
on the basis of the relative value of service. Value of service was considered
and is incorporated in the proposed rates through the cumulative judgments of
the Postal Rate Commicsion regarding value of service of the specific mail
classes. In this instance, it is not correct to say that value of service
considerations were ignored, they were not. However, consideration of the
unigue nature of the escrow expense suggests that differential allocation of the

escrow expense based on value of service was inappropriate.
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VP/USPS-T27-18.

Please refer to your testimony at page 18 (Il. 6-7) where, in your discussion of
Criterion 4, Effect of Rate Increases, you state that “Public Law 108-18 does not
differentiate between customers in the imposition of the escrow.”

a. Did the Omnibus Budget Reconciliation Act of 1990 differentiate between
postal customers?

b. Did the Omnibus Budget Reconciliation Act of 1993 differentiate between
postal customers?

c. Did the Balanced Budget Act of 1997 differentiate between postal
customers?

d. Did the section of Public Law 108-18 that requires the Postal Service to
pay Civil Service Retirement System (“CSRS”") retirement benefits for
military service differentiate between postal customers?

e. Does your above-quoted statement mean that you felt it was necessary for
Public Law 108-18 to differentiate between postal customers on the basis
of the number of available alternatives in order for you to give explicit
consideration and weight to this criterion in Section 3622(b)? If this is not a
correct interpretation of what you intended, please explain what you
meant.

f. In light of the criteria already contained in Section 3622(b) of the Postal
Reorganization Act, please explain why any act of Congress that imposes
some kind of financial obligation on the Postal Service also should contain
explicit provisions that differentiate between postal customers.

RESPONSE

a. No.

b. No.
c. No.
d. No.

e. This is not a correct interpretation of my statement. If Congress had
included specific direction as to how the escrow burden was to be

allocated based on the number of available alternatives, then the Postal
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RESPONSE to VP/USPS-T27-18 (continued):

Service would have proposed rates that complied with this direction.
However, because this direction was not included in Public Law 108-18,
the Postal Service has the discretion to propose rates that are consistent
with the pricing criteria. The current proposal to recover the escrow
requirement based on an across-the-board increase in rates is consistent
with the pricing criteria and does reflect a consideration of each of the
criteria. While | am not an expert on all of the provisions of the four acts
listed in parts a — d of this question, it is my understanding that each of
these acts were specific in terms of the obligations placed upon the Postal
Service and imposed some costs associated with the Postal Service or
Post Office Department activities and administration. This is
fundamentally different from the escrow obligation which is unrelated to
the current or past operation and administration of the Postal Service or
Post Office Department.

f. 1 do not believe that Congress is obligated to include provisions which
differentiate between postal customers in any act of Congress. However,
to the extent that such provisions are included in statute, the Postal

Service will reflect those requirements in its rate proposals.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF VALPAK DIRECT MARKETING SYSTEMS, INC.

AND VALPAK DEALERS' ASSOCIATION, INC.

VP/USPS-T27-19.

Please refer to your testimony at page 19 (li. 15-16) where you discuss available

alternatives, and state that "Public Law 108-18 has not differentiated customers
on the basis of the number of available alternatives.”

a.

Did the Omnibus Budget Reconciliation Act of 1990 differentiate postal
customers on the basis of the number of available alternatives?

Did the Omnibus Budget Reconciliation Act of 1993 differentiate postal
customers on the basis of the number of available alternatives?

Did the Balanced Budget Act of 1997 differentiate postal customers on the

basis of the number of available alternatives?

Did the section of Public Law 108-18 that requires the Postal Service to
pay CSRS retirement benefits for military service differentiate between
postal customers on the basis of the number of available alternatives?

Does your above-quoted siatement mean that you felt it was necessary for
Public Law 108-18 to differentiate customers on the basis of the number of

available alternatives in order for you to give explicit consideration and
weight to this criterion in Section 3622(b)? If this is not a correct
interpretation of what you intended, please explain what you meant.

Please explain how you explicitly took available alternatives into account,
especially changes and developments in available alternatives since
Docket No. R2001-1, when recommending the coverages for each
individual class or subclass of mail. If the circumstances of this case
caused you to ignore, or override considerations of available alternatives,
please so state.

RESPONSE:

No.

. No.

No.

. No.

This is not a correct interpretation of my statement. If Congress had

included specific direction as to how the escrow burden was to be
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RESPONSE to VP/USPS-T27-19 (continued):

allocated based on the number of available alternatives, then the Postal
Service would have proposed rates that complied with this direction.
However, because this direction was not included in Public Law 108-18,
the Postal Service has the discretion to propose rates that are consistent
with the pricing criteria. The current proposal to recover the escrow
requirement based on an across-the-board increase in rates is consistent
with the pricing criteria and does reflect a consideration of each of the
criteria. . While | am nct an expert on all of the provisions of the four acts
listed in parts a — d of this question, it is my understanding that each of
these acts were specific in terms of the obligations placed upon the Postal
Service and imposed some costs associated with the Postal Service or
Post Office Department activities and administration. This is
fundamentally different from the escrow obligation which is unrelated to
the current or past operation and administration of the Postal Service or
Post Office Department. The current proposal to recover the escrow
requirement based on an across-the-board increase in rafes is consistent
with the pricing criteria and does reflect a consideration of each of the

criteria.
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RESPONSE to VP/USPS-T27-19 (continued):

f. The effect of the number of available alternatives was considered to be
incorporated in the current rates through the cumulative application of the
pricing criteria embodied in the current rates. In the absence of the
escrow requirement, the Postal Service would not have proposed a
change in rates and fees and thus would not have incorporated any
assessment of the changes in available alternatives. In preparing this rate
proposal, | discussed the pricing criteria with management and weighed
the issues that you are raising. However, on balance, a policy
determination was made that the need to recover the escrow requirement
supported an across-the-board proposal. The requirement to reflect the
number of available alternatives is designed, in part, to provide protection
for customers who for statutory or other structural reasons have few
options to using the Postal Service. Since 2001, there have been
relatively few changes in the number of available alternatives, most of the
changes that have occurred (e.g., increasing ability to use electronic
substitutes for mail) have tended to increase the number of available
alternatives suggesting that these customers are not always as reliant

upon the mails as they were formerly.
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VP/USPS-T27-20.

Please refer to your testimony at page 6 (. 13) where you state that “the escrow
obligation does not serve a ‘postal’ function.”

a. Please define what you mean by the term “postal function™ as you use it
here.

b. Please explain how retirement payments for military service serve a
“postal” function.

c. Please explain how workers’ compensation expenses for injuries incurred
prior to 1971 serve a “postal” function.

RESPONSE:
a. —c A postal function in this context refers to expenses associated with the

ongoing operation of the Postal Service as described in the response to
VP/USPS-T27-13. Retirement expenses arise from the provision of mail
services and the administration of the Postal Service. These expenses
arise from Congress’s determination that the Postal Service is obligated to
fund these expenses. The escrow requirement differs from these other

costs in that it has not been dedicated to any specific use by Congress.
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VP/USPS-T27-21.

Please refer to your response to VP/USPS-T27-3(k) where you state: Efforts to
force fit past coverages to a new case can only succeed if one is compelled to
ignore all new information and solely dwell on the past.

a. Would you agree that an across-the-board rate increase is built solely on
prior rates already in existence? Please explain any disagreement.

b. Would you agree that an across-the-board rate increase ignores all new
information as regards changes in cost, demand, competition, elasticities
of demand, etc. Please explain any disagreement.

RESPONSE:

a. No. The across-the-board increase proposed in this case incorporates an
evaluation of the escrow obligation and an assessment of the way to
recover this obligation that most appropriately recovers this cost
consistent with the nine ratemaking criteria of the Act. It is built on the
current rates; however, these rates were not the sole consideration in
proposing the across-the-board rate increase.

b. No. | do not agree that this across-the-board increase ignores all new
information. The determination that an across-the-board increase was
appropriate involved a weighing of other possible rate proposals involving
different rate increases for individual classes of mail. However, this
evaluation resulted in the determination that an across-the-board increase
was the most appropriate proposal because (1) no rate change would
have been proposed absent the escrow requirement, (2) the Postal
Service would withdraw the request if Congress acted to remove the

escrow requirement and (3) the escrow requirement is not dedicated to
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RESPONSE to VP/USPS-T27-21 (continued):

funding any function undertaken by the Postal Service. Please see, also, the

responses to VP/USPS-T27-18 and VP/USPS-T27-19.
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VP/USPS-T27-22.

Please refer to your response to VP/USPS-T27-7 where, as part of your
response, you state:

The potential for Congressional action removing the escrow requirement must be
considered. The proposed across-the-board rate increase permits the
Commission to separate the escrow obligation from other issues in rate design
that would not otherwise be raised by the Postal Service.

a.

If the Postal Service, the Commission and mailers are to consider the
potential for Congressional action removing the escrow requirement, should
they also consider the potential for Congressional action eliminating future
rate cases and thereby causing rates resulting from your proposed across-
the-board increase becoming the basis for rates in the foreseeable future?

In your opinion, is the potential for Congressional inaction a possibility that
also should be considered?

With respect to your statement that the proposed across-the-board rate
increase permits the Commission to separate the escrow obligation from
other issues in rate design, does Public Law 108-18 or the Postal
Reorganization Act mandate that the Commission make such a separation?

With respect to your statement that the proposed across-the-board rate
increase permits the Commission to separate the escrow obligation from
other issues in rate design, does Public Law 108-18 or the Postal
Reorganization Act in any way obligate the Commission to make such a
separation?

With respect to your statement that the proposed across-the-board rate
increase permits the Commission to separate the escrow obligation from
other issues in rate design, does the Postal Reorganization Act allow the
Commission to make such a separation, and then apply the criteria in Section
3622(b) differentially, to the point of virtually ignoring most of the criteria?

RESPONSE

a.

There are many possible courses Congress could undertake in pending
legislation. However, while it would not be unreasonable to consider the
range of possibilities, any specific Congressional action is not assured. It

does not seem reasonable to anticipate a specific future Congressional action



b,

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF VALPAK DIRECT MARKETING SYSTEMS, INC.

AND VALPAK DEALERS’ ASSOCIATION, INC.

RESPONSE to VP/USPS-T27-22 (continued):

/ka./to address the escrow requirement that will affect a fiscal year which begins in

&

less than four months.

Yes. The across-the-board proposal provides a way that the Postal Service
can reasonably recover the escrow costs in the event that Congress does not
act to remove this obligation.

No. Public Law 108-18 and the Postal Reorganization Act do not mandate
the Postal Rate Commission to take any specific action regarding the
incorporation of the escrow obligation into rates. However, as discussed in
my testimony, 1 believe the Postal Service’s proposed across-the-board rate
increase proposal approach is consistent with the requirements of both P. L.

108-18 and the PRA.

A & No. Public Law 108-18 and the Postal Reorganization Act do not obligate

e .

the Postal Rate Commission to take any specific action regarding the
incorporation of the escrow obligation into rates. However, as discussed in
my testimony, | believe the Postal Service’'s proposed across-the-board rate
increase proposal approach is consistent with the requirements of both P. L.
108-18 and the PRA.

The Postal Reorganization Act allows the Commission to apply its discretion
in allocating the institutional costs of the Postal Service to mail products and
services. In this case, | believe that the application of an across-the-board

increase to recover the escrow obligation is consistent with the pricing criteria
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TO INTERROGATORIES OF VALPAK DIRECT MARKETING SYSTEMS, INC.
AND VALPAK DEALERS’ ASSOCIATION, INC.

RESPONSE to VP/USPS-T27-22 (continued):

of section 3622(b). The use of an across-the-board increase does not

“virtually ignore” the pricing criteria; rather it recognizes that the unique nature
of this obligation — which is not driven by any postal operation — cannot be

differentially assessed to individual mail classes.
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TO INTERROGATORIES OF VALPAK DIRECT MARKETING SYSTEMS, INC.

AND VALPAK DEALERS’ ASSOCIATION, INC.

VP/USPS-T27-23.

a.

Please confirm that your testimony does not contain or discuss either
markups or coverage of individual subclasses using PRC attributable costs. If
you do not confirm, please indicate where in your testimony these data can
be found.

Please confirm that the markups for individual subclasses using PRC
attributable costs can be found only in USPS-LR-K-114, which is a Category
5 library reference, and which you do not sponsor. If you do not confirm,
please explain.

Please confirm that, using PRC attributable costs, library reference USPS-LR-
K-114 indicates that both (i) Within County Periodicals and (ii) Media Mail and
Library Mail have negative markups — i.e., coverages of less than 100
percent — which means that neither subclass covers its attributable costs. If
you do not confirm, please explain.

When you prepared your testimony, did you refer to library reference USPS-
LR- K-1147

Is it your recommendation that the Commission should approve rates that are
known to you to be less than attributable cost?

RESPONSE:

a.

Confirmed except to the extent that Table 3 at page 24 presents markup
indices using the Postal Rate Commission costing methodology from Docket

No. R2001-1.

. Confirmed. See also my response to MMA/USPS-T27-1.

Confirmed, using the Postal Rate Commission costing methodology.
Yes.

No. It is my proposal that the Postal Rate Commission recommend rates that
cover costs based on the Postal Service’s estimated costs on record in this
proceeding. In all cases, using the Postal Service's costing methodology, the

proposed rates and fees cover costs in the test-year-after-rates. Exhibit
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RESPONSE to VP/USPS-T27-23 (continued):

USPS-27B. As noted in my testimony, | have proposed rate increases for
Registered Mail and Periodicals Application Fees that are in excess of 5.4
percent solely because these products could not cover costs using the Postal

Service's costing methodology.
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VP/USPS-T7-4.

a. Please refer to your testimony at Table 1 (USPS-T-7, p. 9). Please confirm the
that the following volumes for Standard (Commercial) ECR mail are correctly
indicated in Table 1:

Volume
Year {millions of pieces)
Base Year 2004 30,345.448
Test Year 2006 (Before Rates) 33,328.906
Test Year 2006 (After Rates) 32,187.100

b. Please refer to your testimony (USPS-T-7) at page 100 (Il. 19-23) which states:

The Test Year before-rates volume for Standard ECR is 33,328.906
million pieces, a 9.8 percent increase from GFY 2004. The Postal
Service's proposed rates in this case are predicted to reduce the Test
Year volume of Standard ECR mail by 3.4 percent, for a Test Year after-
rates volume forecast for Standard ECR mail of 32,187.100 million.
[USPS-T-7, p. 100, Il. 19-23, emphasis added.]

Please confirm that the Postal Service's proposed rate increase for Standard
(Commercial) ECR mail of 5.6 percent in the present case is predicted to result
in fost volume of 1,141.806 million pieces (i.e., 33,328.906 less 32,187.100),
or a decrease of 3.4 percent, of Standard (Commercial) ECR mail in Test Year
2006.

c. The total volume of Standard (Commercial) ECR mail (see part a above) and
Standard Nonprofit ECR mail for Test Year 2006 after-rates is as follows:

Volume
(millions of pieces)
Standard (Commercial) ECR 32,187.100
Standard Nonprofit ECR 3,128.857
Total 35,315.957

Witness Robinson (USPS-T-27), in Exhibit USPS-27B of her testimony, indicates
that the contribution of Standard (Commercial) ECR mail and Standard Nonprofit
ECR mail is $3,575,995,000, or 10.13 cents per unit (i.e., $3,575,995,000 /
35,315,957,000 = $0.1013 per unit).
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VP/USPS-T7-4 (continued):

Please confirm that the reduction in volume that you project of 1,141.806 million
pieces of Standard (Commercial) ECR mail corresponds to a decrease of about
$115,616,081 in the contribution from Standard (Commercial) ECR mail from
that lost volume. If you cannot confirm, please state the lost contribution from
this lost volume.

RESPONSE:

a. Response provided by witness Thress.

b. Response provided by witness Thress.

c. Note — the following response incorporates the revisions included in POIR No. 4
Question 7 and errata to Exhibits USPS-T27A and USPS-T27-B.
Confirmed that, for the test-year-after-rates

The total volume of Standard Mail ECR and Nonprofit ECR is

35,315,957,000 pieces.

e The Standard Mail ECR and Nonprofit ECR contribution is
$3,575,988,000 (Exhibit USPS-27B as revised.)

e The unit contribution for Standard Mail ECR and Nonprofit ECR is 10.13
cents per piece.

o The reduction in the Standard Mail ECR volume between the test-year-

before-rates and the test-year-after-rates is 1,141,806,000 pieces.
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RESPONSE to VP/USPS-T7-4¢ {(continued):

Not confirmed that the reduction in Standard Mail ECR volume results in a
contribution loss of $115,615,855 = (reduction in volume) * (average contribution
per piece).

Your calculation portrays the sole result of a price-driven volume decline
as a contribution loss while ignoring that the net result of the price increase is an
increase in contribution from Standard Mail ECR and NECR. This ignores the
fact that the Standard Mail ECR and NECR price increase, while resulting in a
volume decrease, has the net result of increasing contribution by approximately
$205 million.

The Postal Service estimates volume changes from proposed rate
changes to allow the projection of the overall financial impact of the rate change
and the net change in contribution from the rate change. Attempting to allocate
the change in contribution into “buckets” by disaggregating the simultaneous
effect on contribution of a price increase and a volume decrease into component
parts suggests an independence between the volume reduction and the price

increase that does not exist.
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VP/USPS-T7-5.

a. Please refer to your testimony at Table 1 (USPS-T-7, p. 9). Please confirm that
the following volumes for Standard (Commercial) Regular mail are correctly
indicated in Table 1:

Volume
Year {millions of pieces)
Base Year 2004 50,776.236
Test Year 2006 (Before Rates) 56,985.773
Test Year 2006 (After Rates) 56,478.638

b Please refer to your testimony (USPS-T-7) at page 94 (ll. 22-26), which states:

The Test Year before-rates volume for Standard Regular mail is
56,985.733 million pieces, a 12.2 percent increase from GFY 2004. The
Postal Service's proposed rates in this case are predicted to reduce the
Test Year volume of Standard Regular mail by 0.9 percent, for a Test
Year after rates volume forecast for Standard Regular mail of 56,478.638
million. [USPS-T-7, p. 94, Il. 22-26, emphasis added.]

Please confirm that it is estimated that the Postal Service’s proposed rate
increase for Standard (Commercial) Regular mail of 5.6 percent in the present
case will result in a decrease of 507.135 million pieces of Standard
(Commercial) Regular mail in Test Year 2006 (i.e., 56,985.773 less 56,478.638).

c. The total volume of Standard (Commercial) Regular mail and Standard Nonprofit
Regular mail for Test Year 2006 after-rates is as follows:

Volume
(millions of pieces)
Standard (Commercial) Regular 56,478.638
Standard Nonprofit Regular 12,289.469
Total 68,768.107

Witness Robinson (USPS-T-27), in Exhibit USPS-27B of her testimony, indicates
that the contribution of Standard (Commercial) Regular mail and Standard
Nonprofit Regular mail is $5,434,229, or 7.9 cents per unit (i.e., $5,434,229,000 /
68,768,107,000 = $0.079 per unit). Please confirm that the reduction in volume
that you project of 507.135 million pieces of



457

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORY OF VALPAK REDIRECTED FROM WITNESS THRESS

VP/USPS-T7-5 (continued):

Standard (Commercial) Regular mail corresponds to a decrease of about

$40,075,085 in the contribution from Standard (Commercial) Regular mail. If you

cannot confirm, please state the lost contribution form this lost volume.
RESPONSE:

a. Response provided by witness Thress.
b. Response provided by witness Thress.
c. Note - the following response incorporates the revisions included in POIR No. 4
Question 7 and errata to Exhibits USPS-T27A and USPS-T27-B
Confirmed that, for the test-year-after-rates
e The total volume of Standard Mail Regular and Nonprofit is
68,768,107,000 pieces.
e The Standard Mail Regular and Nonprofit contribution is
5,434,297,000(Exhibit USPS-27B as revised.)
e The unit contribution for Standard Mail Regular and Nonprofit is 7.90
cents per piece.
* The reduction in the Standard Mail Regular volume between the test-year-
before-rates and the test-year-after-rates is 507,135,000 pieces.
Not confirmed that the reduction in Standard Mail Regular volume results in a
contribution loss of $40,075,583= (reduction in volume) * (average contribution

per piece).
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RESPONSE to VP/USPS-T7-5c (continued):

Your calculation portrays the sole result of a price-driven volume decline
as a contribution loss while ignoring that the net result of the price increase is an
increase in contribution from Standard Mail Regular and Nonprofit. This ignores
the fact that the Standard Mail ECR and NECR price increase, while resulting in
a volume decrease, has the net result of increasing contribution by
approximately $690 million.

The Postal Service estimates volume changes from proposed rate
changes to allow the projection of the overall financial impact of the rate change
and the net change in contribution from the rate change. Attempting to allocate
the change in contribution into “buckets” by disaggregating the simultaneous
effect on contribution of a price increase and a volume decrease into component
parts suggests an independence between the volume reduction and the price

increase that does not exist.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON

TO INTERROGATORIES OF VALPAK
REDIRECTED FROM WITNESS TAUFIQUE

VP/USPS-T28-17. Please address the following questions relating to costs,
economic efficiency, and competition:

Jr sk Je % Sk ek e I ook Kk ek ok ok de ok e ke

RESPONSE:

d.

Please assume that there are no cross elasticities and that all own-price
elasticities are at the same non-zero level. Now consider two markup
measures: Measure A is the per-piece (unit) markup, as in the rate being
6 cents above cost, and Measure B is the percentage markup, as in
rates being 30 percent above cost (implying a cost coverage of 130
percent).

(i)

(i)

(iii)

(iv)

If one were interested in improving the efficiency of resource
allocation and in reducing losses in economic efficiency, please
explain which of the two measures would be most useful in gauging
the distance of the rates from their costs, i.e., which measure of
distance-above-costs is indicative of the efficiency loss associated
with the rate?

Under the elasticity assumptions of this question, would you agree

that all rates should have the same percentage markup, but not the
same per piece markup. If you do not agree, provide references to
the economic literature supporting your position.

Please explain whether you agree that, even if the elasticity
assumptions are relaxed and the efficiency formulas become more
complex, it is still measure B and not measure A that has a
reasonably simple and straightforward relation to notions of
economic efficiency.

Please explain whether you agree that under notions of economic
efficiency, absent externalities and cross elasticities, one could say
that the more elastic products would have a iower measure B (cost
coverage) but one could not say whether the more elastic products
would have a lower measure A (per-piece (unit) markup).

In this example, it is unclear whether you are referring to marginal

costs or total costs of providing a product. Generally, economically

efficient pricing exists when price equals marginal cost (assuming total

costs are covered). As witness Taufique describes in his response to

VP/USPS-T28-17d page 1 of 3
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(c), this can be problematic, particularly in organizations with
substantial network infrastructures. Therefore, | do not believe, given
the break-even constraint and the level of institutional costs, that the

pricing of Postal Service products could necessarily result in rates and

fees equal to marginal costs for every product. Nevertheless, the

Reorganization Act does not require that postal prices be economically

efficient, it requires that prices be established that are consistent with

the nine, section 3622(b), pricing criteria, several of which require

consideration of factors that could run counter to purely economically

efficient rates.

() In evaluating economic efficiency, a markup measure based on
a percentage may be simpler to use than a markup measure
based on calculating the lump sum, cents-per-piece markup.

However, the amount of efficiency loss would depend on the

amount by which the price deviates from the marginal costs, not

on whether this difference is measured on a lump sum basis or
on a percentage basis.

(i) No. The Commission is required to recommend rates based on
the nine pricing criteria. Application of these criteria can and
has resulted in rate recommendations with varying markups
(cost coverages.) As the Commission noted in Docket No.

R2000-1, "Economic efficiency is neither the exclusive nor even

VP/USPS-T28-17d page 2 of 3
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the paramount ratemaking objective under the Act.” PRC Op.
Docket No. R2000-1 at 210.

(i)  See my response to part (i).

(iv)  Under certain assumptions, economic efficiency increases if
markups measured on a percentage basis increase as own-
price elasticity decreases in absolute value. The same claim

cannot be made for a markup measured on a “lump sum” or

per-piece basis.

VP/USPS-T28-17d page 3 of 3
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VP/USPS-T28-18.

Please refer to the following statement from the Commission’s Opinion and
Recommended Decision in Docket No. MC95-1, pages V-161-62, § 5388, in
reference to a separate automation subclass of Standard Mail:

The alternative of creating separate subclasses and considering the issue
of lowest combined cost when selecting the associated markups is not a
rational alternative. Selecting the markups in such a constrained way
provides rates that are no different from those that result from offering
worksharing discounts through rate categories. . . . One has to question
the logic of creating subclasses and then constraining the outcome in
accordance with a result that would be obtained without creating the
subclasses.

a. Please explain whether the cost coverages of the current ECR and
Regular Standard subclasses, whose relative levels are being perpetuated
by the across-the- board proposal, are or should be constrained in any
way to achieve “a result that would be obtained without creating the
subclasses.”

b. Has the Postal Service done any analysis to determine whether the
proposed ECR rates differ from those that would likely exist if ECR had
not been made into a separate subclass? If so, please provide that
analysis.

Je dr o e o e de e ke o e ok b e o v o e ok o o e ke

RESPONSE:

a. The cost coverages for the Standard Mail Regular and ECR
subclasses have not been and should not be constrained “to achieve ‘a
result that would be obtained without creating the subclasses.” The
Postal Service proposes cost coverages for all subclasses of mail
based on the application of the pricing criteria of section 3622(b) of the
Postal Reorganization Act.

b. No.

VP/USPS-T28-18a-b page 1 of 1
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VP/USPS-T28-21. Please suppose the rates for (i) ECR Basic letters and (ii)
Regular prebarcoded 5-digit letters (rates also referenced in VP/USPS-T28-20)
were based on their costs and a markup rooted in an independent application of
the non-cost factors in the Postal Reorganization Act, with an outcome that the
ECR Basic rate were lower than the Regular prebarcoded 5-digit rate.

a. Please explain whether it is the Postal Service’s position that an additional layer
of rate design guidance should be applied in order to push the ECR Basic rate
for letters higher so that any mail using the rate is precluded from receiving
recognition of its costs and the independent application of the non-cost factors in
the Postal Reorganization Act. If this is the Postal Service’s position, please
explain all reasons and bases for this position.

b. If the layering described in part a is the Postal Service’s position, please explain
how it is fair to mailers using the ECR Basic rate, who must accordingly pay
higher rates.

c. Please explain whether the Postal Service sees elevating the cost coverage of
the ECR subclass as one way to help achieve a rate for ECR Basic letters that is
higher than the rate for Regular prebarcoded 5-digit letters. If so, please explain
the basis for this higher coverage and how it is fair to mailers of other letters
using the ECR subclass, to ECR mailers of non-letters, and to mailers of all
Nonprofit ECR materials.

d. Within the confines of a specific cost coverage for the ECR subclass, please
explain whether the Postal Service agrees that any process of elevating the ECR
Basic letter rate at the same time necessarily has the effect of providing lower
rates for the non-letters in ECR. If it does agree, please discuss and explain the
basic economic fairness of elevating letter rates in a way that provides lower
rates to non-letters. If it does not agree, please explain the steps that are taken,
and the steps that snould be taken, to make it otherwise.

e. If the Postal Service has an interest in achieving a rate for ECR Basic letters that
is higher than the rate for Regular prebarcoded 5-digit letters, please explain why
it is not just as logical and just as fair to artificially lower the rate for 5 Regular
prebarcoded 5-digit letters as it is to artificially increase the rate for ECR Basic
letters.

RESPONSE

a. Response provided by witness Taufique.
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RESPONSE to VP/USPS-T28-21(c) continued:

b. Response provided by witness Taufique.

c. No. The selection of cost coverages for the Standard Mail ECR subclass is
based on the application of the nine pricing criteria of Title 39, section 3622(b).
While the relative coverages of the subclasses has some effect on the prices
within the subclasses, this particular rate relationship has not driven the selection
of either the cost coverages for Standard Mait ECR or for Standard Mail Regular
in this docket or in previous dockets. As described in my testimony, in this
docket, with few exceptions, the Postal Service is proposing a 5.4 percent
across-the-board rate increase for the sole purpose of recovering the
Congressionally-mandated escrow obligation. See also, the response of witness
Taufique to VP/USPS-T27-21a.

d. Response provided by witness Taufique.

e. Response provided by witness Taufique.
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VP/USPS-T28-28.

Please refer to USPS-LR-K-115, workbook USPST28Aspreadsheets.xls, and to
USPSLR-K-114, the latter showing final “Markups” and “Markup Indices.”

a. On speadsheets such as “S-7 Comm. Piece-Pound Dist.-BY,” please confirm
that the volumes shown for “Nonmachinable” letters are shown for purposes of
applying the surcharge only ana that the same volumes also are included in the
corresponding categories of “Presorted” letters. Please explain fully any
nonconfirmation.

b. Please explain whether the “Markups” and “Markup Indices” shown in USPSLR-
K-114 include the fees in the revenues used to calculate them. If they do not,
please provide a revised reference showing the markups and indices with the
fees included.

c. Please provide a source for each of the percentage figures in columns D and E
of the second sheet of USPS-LR-K-114.

RESPONSE:

a. Response provided by witness Taufique.

b. The markups and the markup indices are based on the revenue in Exhibit USPS-
27B which includes both postage and domestic mail fees.

c. Column D: Markup: USPS Proposal R2005-1.

Markup = CostCoverage -1

Test-year-after-rates cost coverage: Exhibit USPS-28B, column 3

Column E: Markup: PRC Version R2005-1.

Markup = {[Revenue / Attributable Costs] - 1}.

Revenues: Exhibit USPS-28B, column 2;

Attributable Costs: USPS-LR-K-96, workpaper

R2005.FY2006ARC_DRpt.PRC.AMX, worksheet DReport.
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MR. TIDWELL: Mr. Chairman, I certainly will. I
just want to state for the record that consistent with the
discussion that was just had with co-counsel regarding
counterdesignations, the Postal Service has included in the
packet some designated responses to complete the responses
that were filed to ABA-USPS-T-27-1. We have inserted the
complete responses. It incorporates subparts C and D.
Also, MMA-T-28-1, we have substituted the partial
designation with the complete designation, and the same 1is
true of the designated response to GCA-T-1-2 that was
redirected from Witness Potter tco Witness Robinson.

CHAIRMAN OMAS: Without objection.

Is there any additional written cross-examination
for Witness Robinson?

(No response.)

CHAIRMAN OMAS: At this point, I'm goling to add
answers Witness Robinson provided to the presiding officer’s
information request. They are two answers that were not
designated. They are POIR-2, Question 16; and POIR-4,
Question 3(b).

Witness Robinson, would your answers to those
questicns be the same as those you previously provided in
writing?

THE WITNESS: Yes, they would be.

CHAIRMAN OMAS: I am handing the reporter two

Heritage Reporting Corporation
(202) 628-4888



10
11

12

14
15
16
17

18

20
21
22
23

24

467

copies of those answers and direct that they be admitted

into evidence.

/7
//
/7
//
//
/7
/7
/7
//
//
//
//
//
//
//
//
//
//

(The documents referred to,
previously identified as
Exhibit Nos. POIR-2, Question
16 and POIR-4, Question 3 (b)

were received 1n evidence.)

Heritage Reporting Corporation

(202)

628-4888
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RESPONSE OF POSTAL SERVICE WITNESS ROBINSON TO
POIR NO. 2, QUESTION 16

16. Please provide the source of mailgrams revenue shown in Exhibits USPS-
27A, USPS-27B and USPS-27C.

RESPONSE:
Mailgram revenues shown in Exhibits USPS-27A, USPS-27B, and USPS-27C
were calculated as follows:

Calculation of Mailgram Revenue

Base Year FY 2004

Revenue
Volume Revenue per Piece
(@) (b) (c)=(b)/(a)
Quarter 1 0.371 0.159 0.429
Quarter 2 0.406 0.173 0.426
Quarter 3 0.491 0.204 0.416
Quarter 4 0.380 0.163 0.430
Total 1.648 0.700 1.702
Interim Year: FY 2005
Volume Revenue
(d) (e) =(d) " (c)
Quarter 1 0.434 0.186
Quarter 2 0.422 0.180
Quarter 3 0.440 0.183
Quarter 4 0.310 0.133
Total 1.607 0.683
Test Year Before Rates: FY 2006
Volume Revenue
(" (9)=(f*(c)
Quarter 1 0.343 0.147
Quarter 2 0.366 0.156
Quarter 3 0.382 0.159
Quarter 4 0.269 0.116
Total 1.359 0.578
Test Year After Rates: FY 2006
Volume Revenue
(h) (iy=(h)*(c) " 1.054

Quarter 1 0.343 0.155
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Quarter 2 0.366
Quarter 3 0.382
Quarter 4 0.269
Total 1.359
Sources:
(a) RPW

(d) USPS-T-7 at 348
(f) USPS-T-7 at 350

(h) USPS-T-7 at 354

0.164
0.167
0.122
0.609
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RESPONSE OF POSTAL SERVICE WITNESS ROBINSON TO
POIR NO. 4, QUESTION 3 (b)-(c)

3. The charts below depict the cube-weight relationship for Parcel Select DBMC mail,
which is also used as a proxy for DSCF and DDU mail, as developed by the Postal
Service for dockets R2001-1 and R2005-1.

(b) Because the proposed rates are determined by multiplying current rates by 5.4%
the underlying cost structure implicitly reflects the cube-weight relationship used
in R2001-1. Please discuss the implications of setting rates based on a cube-
weight relationship that is clearly different than the actual cube-weight
relationship. In particular, discuss the implications on mailers of low-weight
parcels, who may be paying a disproportionate share of costs; Postal Service
competitors, and overall economic efficiency.

(c) Please discuss the implications for future rate payers on setting rates that do not
reflect the current cube-weight relationship, particularly the possibility of future
rate shock for some weight increments of parcel select mail.

RESPONSE:

(b) The proposed 5.4 percent across-the-board rate increase is designed to recover
the Congressionally-mandated escrow obligation from customers in a fair and equitable
manner based on revenue. As discussed in my testimony, with few exceptions, the
Postal Service is proposing an approximately 5.4 percent increase in virtually all rates
and fees including Parcel Select rates. As witness Potter explained, the Postal Service,
in the absence of the escrow requirement, would not be proposing any changes in rates
and fees. Therefore, without the escrow requirement, the current (Docket No. R2001-1)
Parcel Select rates would not have changed.

In a traditional rate case, rate design is based on assumptions about the
allocation of costs and the relationship of rates to the underlying cost and mail piece
characteristics such as the cube-weight relationship in Parcel Select. Over time,
changes in these relationships may occur; however, these changes, in and of
themselves, do not necessarily result in a Postal Service request to change rates and

fees. The decision to request rate and fee changes is based on a comprehensive

evaluation of the financial circumstances facing the organization including the revenue
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requirement, market conditions, operational requirements, and the poten';ial effect of
proposed changes on customers and Competitors. In this case, the Postal Service
determined it would not propose a change in rates and fees if the escrow requirement
did not exist

The across-the-board approach to increasing rates and fees in this docket is both
fair and equitable, and results in rates that meet all of the pricing criteria of the Postal
Reorganization Act. As noted in the question, one option would have been to propose a
lower-than-average rate increase for customers who mail low-weight Parcel Select
pieces. If this approach had been used, effectively these customers would have borne
less of the escrow burden than customers who mail heavier Parcel Select pieces or
those who mail using any other class of mail. Because the escrow requirement does
not vary depending on cube-weight relationships, with mail volume, and is not based on
the provision of any postal service, it would be unreasonable to propose that any of
these bases be used to allocate the escrow-related increase in the revenue
requirement. Given the lack of association of the escrow requirement with the provision
of postal services, | do not believe that it would be fair and equitable to exempt any
subclass or portion of a subclass — either partially or totally — from an equal share in this
Congressionally-mandated burden. See response to VP/USPS-T27-5(d) and VP/USPS-
T27-6(f)(iii).

As discussed in my testimony (USPS-T-27 at 18-19), appropriate pricing for
competitive products does not necessarily require that these product always receive the
same price increase as less competitive products. However, in this case, which is driven

by a Congressionally-mandated escrow requirement, the across-the-board proposal is



47z

RESPONSE OF POSTAL SERVICE WITNESS ROBINSON TO
POIR NO. 4, QUESTION 3 (b)-(c)

an indication that the Postal Service has endeavored to propose a rate change that

does not unduly harm its competitors.

(c) In proposing any set of rates and fees, the Postal Service considers the effect on
customers including the size of the rate change, and any changes in rate relationships.
While the observed cube-weight relationship may suggest a direction for Parcel Select
rates, this decision should not be made without considering all the circumstances
surrounding this relationship. For example, the changes may be driven by transient
factors not likely to persist, may reflect a data abnormality, or may actually be indicative
of an underlying change in the cube-weight relationship. As described in the response
to part a, the change in the Parcel Select cube-weight relationship appears only in the
FY 2004 data not in the data for the prior years. Therefore, it is possible the observed
change does not reflect a change in the Parcel Select mail characteristics but may only
be a temporary, and as of yet unexplained anomaly. Without further study, it is
premature to factor this change into the Parcel Select rates.

In a traditional omnibus rate case, all of these factors would be carefully
considered and rate design proposed that reflected the results of this analysis. In many
cases, both the Postal Service and the Postal Rate Commission have taken
conservative approaches to changes in operations or costs to permit an ongoing
examination of the relationships that drive rate design. See, for example, the Docket
No. R2000-1 treatment of Priority Mail network costs; Docket No. R2000-1, PRC Op. at

311. | would expect that the Commission would continue to take a considered approach
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to changes in rate design if it appears that the change in the Parcel Select cube-weight

relationship will persist.
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CHAIRMAN OMAS: This now brings us to oral cross-
examination.. Three parties have requested oral cross-
examination, Greeting Cards Association, Major Mailers
Association, and Val-Pak Direct Marketing Systems, Inc., and
Val-Pak Dealers Association, Inc. Is there any other party
in the hearing room who wishes to cross-examine Witness
Robinson today?

(No response) .

CHAIRMAN OMAS: There being none, Mr. Swendiman,
would you please begin?

MR. SWENDIMAN: Mr. Chairman and members of the
Commission, the Greeting Card Association will defer any
cross-examination, but we reserve the right for any follow-
up that is necessary based on the cross-examination and
questions from the commissiocners.

CHAIRMAN OMAS: Thank you.

Mr. Hall, Major Mailers Association.

MR. HALL: Mr. Chairman, before we get started
here, I have a cross-examination exhibit that I would like
to distribute to the witness, the commissioners, and
vourself, and I have copies for the reporter and a few
additional copies if other parties want them.

With your permission, I would like to identify the
document and have i1t marked as an exhibit. 1It’'s a one-page
document. It indicates it’s cross-examination exhibit for

Heritage Reporting Corporation
(202} 628-4888



10

11

12

13

17

18

19

20

21

22

23

24

475
USPS Witness Robinson. The title of it is "Implicit
Financial Data for Presorted First-Class Mail (PRC
Attributable Cost Methodology)." This cross-examination
exhibit was provided to the witness and counsel a few days
ago, and, at this point, I would like to have it marked as
Exhibit No. XEMMA-1 or XE-1, whichever your preference is.
CHAIRMAN CMAS: We’ll go with XEMMA-1.
(The document referred to was
marked for identification as
XEMMA-1.)
CROSS-EXAMINATION

BY MR. HALL:

Q Good morning, Ms. Robinson. How are you?
A Fine, thank you.
Q Have you had a chance to look over the cross-

examination exhibit that was just identified?

A Yes, I have.

Q And do you notice that for the R2005-1 case, we
have used informaticon developed from your interrogatory
responses, specifically, MMA/USPS-T-27-27

A Yes.

Q And did we get up to date properly with the
revisions that you put in yesterday?

A I believe the information for Docket R-90 is
incorrect for the unit cost and unit contribution, which

Heritage Reporting Corporation
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also will affect your change calculations, "since R-390," on
the last line.

Q Could you tell us what you believe are the
appropriate figures for that?

A For unit revenue, 0.261; unit cost, 0.121; unit
contribution, 0.140. On the line change "since R-50," under
the "unit revenue" column, 0.059, 23 percent; unit cost, -
0.019, which is -16 percent; unit contribution, 0.078, 56
percent; cost coverage, 98 percent for the change and a 46
percent underneath that; markup index, 39 percent, which is

17 percent, which I believe 1s what you have on your

exhibit.

Q And the source of our errors that you found?

A It was the omission of the carrier route volume in
Docket R-90. You had included the 35 presort volume and not

the carrier route volumes.

Q We did go back and forth on that in several
iterations trying to get it right, and we thank you for your
corrections.

But I guess the number that hasn’t changed that I

would like vou to lock at 1s the cost coverage of 313

percent. Is that the highest it's ever been, tc your
knowledge?
A That number is an implicit cost coverage for

presorted first-class mail, and, to my knowledge, that is

Heritage Reporting Corporation
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the highest that implicit cost coverage has been.

Q And would you term the increase of 98 percent over
that period -- would you think that was significant?
A An increase of 98 percent would be significant;

however, for a full perspective of what that number means,
vou need to look at it in the context of changes in the cost
coverages for other classes of mail.

0 Well, do you know of any other class of mail that
has exhibited this particular characteristic, an increase 1in
the cost coverage?

A I'm not aware specifically of any class of mail.

I haven’'t looked at that. However, I would note that there
has genuinely been an increase in the institutional cost per
prece, 1f you include prior year losses from Docket No. R-
%0, on the order of approximately 60 percent.

Q Ancther portion of the exhibit I would like you to
look at 1s the unit cost, and that has decreased, or been
reduced, pretty substantially, hasn’t it?

A There has been a reduction in the unit cost, but
vou also need to consider that following Docket No. NC95-1,
there were substantial changes in the work-sharing
cpportunities for first-class mail which may have an impact
on that number.

Q But in any event, that means more savings for the
Postal Service, doesn’t it, those changes? 1Is that what

Heritage Reporting Corporation
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your testimony 1is?

A To the extent that a work-sharing discount
represents the level of costs avoided by the Postal Service
per customer of doing that work, if that’s what you mean by
more savings, that 1s correct.

Q Now, would you look at your response to MMA/USPS-
T-27-2, Part E? There, we had asked you to explain why the
Postal Service’s proposed 5.4 percent across-the-board rate
increase significantly increases the cost coverage and
markup index for first-class mail in this case, and part of
vour explanation was, just taken, I guess, 1n a vacuum, the
5.4 percent across-the-board increase would have tended to
bring the cost coverages and markup indices closer to the
average. Is that correct?

A If an across-the-board increase of 5.4 percent or
any other percentage is applied to a given set of rates,

that would tend to move the markup indices towards the

average. Cost coverage would tend to increase.
Q Okay. And so you explained the increases, in
part, by the following statement: "The increases in both

the cost coverage and the markup index for first-class mail
letters are in large measure the result of successful
efforts to control Postal Service costs and may also be
affected by changes in the characteristic of first-class
mail letters."

Heritage Reporting Corporation
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Now, is this reduction over time in the unit cost
of presorted first-class mail one of the -- is that evidence

of what you’'re describing in the statement that I just

quoted?
A The statement you quoted refers to the first-class
mail letters and sealed parcel subclasses in total. For

example, there has been a change in the characteristics in
that subclass, moving more towards presorted mail, which
would have a tendency to increase the cost coverages.

0 I guess what I'm honing in on here is the question
of the Postal Service'’s successful effort to control costs.
Sc would the unit cost reductions that we’re seeing here on
the cross-examination exhibit be a manifestation of that
success”?

A I'm certainly not an expert on costing for first-
class mail. 1It’s generally my understanding that the
automation program has resulted in costs that were lower
than they would have been. Whether that results in an
absolute decrease in the level of unit costs I would leave
tc the costing experts to determine.

@) Okay. That’'s fair. But in any case, we do see
the unit costs being reduced over time here.

Now, I guess the Postal Service could also save
costs to the extent that workshare mailers assume additional
duties or responsibilities that were formerly performed by

Heritage Reporting Corporation
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the Postal Service. Would you think that?

A In'general, the principle underlying the workshare
discounts is that a customer would perform activities that
otherwise would be performed by the Postal Service, thus
reducing the Postal Service’s costs and forming the basis
for the discount.

Q Now, looking at the time period covered by this
exhibit, wage rates have gone up throughout this period,
haven’t they, labor costs?

A I'm certainly not an expert on the Postal

J

ervice’s labor costs, but that seems to be a reasonable

r

assumption.

Q And nonetheless, the unit costs for presorted
first-class mail have gone down, even in the face of those
labor cost 1increases.

A The unit costs have gone down. However, once
again, as I'm not an expert on the cost methodologies, you
do need to consider there are factors other than labor
included in those unit costs.

MR. HALL: Okay. First, let me go ahead and ask
that the cross-examination exhibit previously identified be
accepted into evidence at this point.

CHAIRMAN OMAS: Without objection.

/7
/7
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(The document referred to,
previously identified as
XEMMA-1, was received in
evidence.)
BY MR. HALL:

Q Is it fair to say that the Postal Service, in
general, and you, in particular, but certainly not
exclusively, consider the rate increase in this case to be a
special animal, and by that I mean that you have looked at
the nature of the costs in question to justify an across-
the-board approach to the rate increase. 1Is that correct?

A I think i%’s been stated in my testimony and the
testimony of Witness Potter and other witnesses in this case
that the escrow obligation is a very unique cost facing the
Postal Service, 1in that that cost is not associated with the
ongoing cperations of the Postal Service and has not been
designated to any specific purpose. The cost has been
congressionally imposed upon the Postal Service, and in
facing a decision as to how we were to recover those costs
through rates, we’ve taken a somewhat unusual approach of
proposing a 5.4 percent across-the-board increase with very
few exceptions.

Q Okay. I would like now to read you a part of the
response of Witness Taufique to POIR No. 1, Part B, as
follows: "The proposed prices are based on the application

Heritage Reporting Corporation
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of a 5.4 percent target increase for each rate category,
adhering to rounding conventions for that particular rate
category. In a traditional omnibus case, we could
potentially reexamine costing methodology and the alignment
of discounts, as well as consider potential classification
changes. These issues will be reviewed prior to the filing
of the next omnibus rate filing. 1In fact, we will believe
it is more appropriate to examine the entire array of
discounts at that time."

Let me ask you now, referring back to the exhibit
which i1s now in evidence, the change in the cost coverage
from 2001 of 266 percent to the 313 percent in this case --
in a normal case, one that wasn’t special in the way that
vou've described it, would you expect that the Postal
Service would be looking at this unprecedented level of cost
coverage for presorted first-class mail?

A Generally, in proposing rates and fees for all
classes of mail and rate categories, for example, presorted
first-class mail, the Postal Service would look at changes
in costs and cost coverages and make determinations based on
their evaluation of what the appropriate proposal would be,
given the pricing criteria of the act.

The fact that a cost coverage has increased does
not necessarilly imply that there would be a guarantee that
there would be changes to reduce that cost coverage. The
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full context has to be considered before we can make a rate

proposal.

Q But that is one of the items that you would loock
at.

A It’'s one of the items we would look at; however,

there are a number of other items that would be considered
as well.

Q Right. And you would alsoc loock at the markup
index in a related way.

A Generally, the Postal Service does not refer to
markup indices in that the information included in those
markup i1ndices are in the cost coverages and any other
information underlying the rate design. However, it does
rrovide some information about the relative markups of the
varicus class of mail, and that type of information is
examined.

Q Okay. I guess, in terms of the proposed discounts

for presorted first-class mail in this case, those have also

teen adjusted by 5.4 percent. Is that correct?

A That’s my understanding what Witness Taufique has
deone.

Q Right. And despite the increase, would it be fair

to say that first-class workshared mail is one of the, if
not the, most profitable products the Postal Service hasg?
A Well, you need to be a little bit careful in
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referring to first-class mail as a profitable product.
Generally, the pricing criteria and cost coverages are
discussed at the subclass level, which, in this case, is the
first-class mail letters and sealed parcels. The cost
coverages presented for presorted first-class mail in my
exhibits are the highest of any rate category. However, 1
can’t confirm that there would not be some other segment of
some rate category that would not have higher cost coverage.

0 Okay. Well, I was just trying to look at it on
sort of an overall basis, and I guess we could reduce it to
the notion, and you’ll help me with my math here, that you
have a product where for every penny of costs, you get back
three cents. Is that fair? 1Is that, 1n essence, what the
cost coverage 1s saying?

A Yes. The cost coverage is the revenue from a
category of mail, implicit cost coverage in this case,
divided by the cost for providing that mail. I think that’s
probably a reasonable characterization.

MR. HALL: Thank you very much. Nothing further.

CHAIRMAN OMAS: Thank you, Mr. Hall.

Mr. Olson? For a brief moment, I thought you
weren’'t here, Mr. Olson.

MR. TIDWELL: Mr. Chairman?

CHAIRMAN OMAS: Yes. Can you speak up a little
bit, please?
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MR. TIDWELL: I'm sorry. Before we proceed, the
Postal Service wants to clarify its understanding of the
cross-examination exhibit that’s just gone in the record,
and we want to confirm that it’s going to go in with the
corrections read into the record by the witness.

CHAIRMAN OMAS: Is that correct, Mr. Hall?

MR. HALL: That’s certainly correct. If it would
be helpful to the Postal Service or helpful to the
Commission, we would be glad to submit a new copy --

CHAIRMAN OMAS: A new copy. Why don’t we do that
and mark it as Exhibit MMA-1? |

(The document referred to was
marked for identification as
Exhibit MMA-1.)

CHAIRMAN OMAS: Thank you, Mr. Olson.

MR. OLSON: Okay. I think we’'re ready now. Thank
vou, Mr. Chairman.

CROSS-EXAMINATION

BY MR. OLSON:

Q Ms. Robinson, Bill Olson representing Val-Pak
Direct Marketing Systems and Val-Pak Dealers Association.
How are you?

A Good morning.

Q I would like to start with your response to Val-
Pak T-27-3, subsection H, particularly. Do you have that?
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A Yes, I do.

Q Okéy. We said, "If the Commission apportions all
other institutional costs of the Postal Service on a fair
and equitable basis, and you see a need to apportion the
escrow costs on a fair and equitable basis, not excluding
other factors in 3622 (b), please explain whether you see
some fundamental difference between the two poles of costs?’
Do you see that question?

A Yes, I do.

Q All right. And in response to H, you say, "I'm
not sure what gquestion you were asking, a fundamental

difference between the escrow obligation," and, I think,

th

rom yesterday we now know what tne escrow obligation 1is,
with Mr. Potter and Mr. Tayman’s testimony, "between the
escrow obligation and other institutional costs is that the
escrow obligation is a legislative construct, and the other
institutional costs usually reviewed by the Commission are
actually incurred as a result of the operation and
administration of the Postal Service." Do you see that?

A Yes, 1 do.

Q I want to focus first on the term you used,
"legislative construct," and ask you a couple of questions.
If Congress were to enact a law that required the Postal
Service to use certain carriers on international flights,
for example, and the costs are higher because of that
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requirement, would you view those costs as a legislative
construct?

A If those costs were imposed upon the Postal
Service by a congressional decision, a statute enacted by
Congress, they could be considered to be a legislative
construct. However, the difference between those and the
escrow obligation is that the escrow obligation has no
relationship to the ongoing operations of the Postal
Service, and the airline costs that you’re diccussing are
associated with provision of mail services, presumably in
some way international mail perhaps, it would depend upon
how those costs were gpecifically defined. However, those
are fundamentally different from the escrow obligation,
which 1s not associated with provision of postal services or
the operation of the Postal Service.

Q Well, let’s say the air carrier costs the Postal
Service could negotiate were $10 million, and there was an
extra $10 million imposed by legislative construct. Would
you not agree that $10 millicon is being imposed by the
legislation, not by the needs of the Postal Service, because
they could have gotten it for just the first $10 million?

A If Congress mandates the Postal Service would pay
a specific portion for air contracts, those are costs
assoclated with those air contracts, as I would understand
them, and differ from the legislative imposition of the

Heritage Reporting Corporation
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escrow which are not associated with particular actions that
are related to the ongoing operation of the Postal Service.

As T understand the escrow obligation, as, I
believe, Mr. Tayman explained yesterday, the escrow
obligation requires the Postal Service to set aside $3.1
billion in a test year that cannot be used for any postal
purpose. The types of costs you’re referring to would be
associated, in some sense, with the operations of the Postal
Service, and that’s a fundamental difference.

Q Okay. Let’s think about the requirement that the
Postal Service could be required to pay for the costs
assoclated with military service time of their retirees.
First cf all, is that a legislative construct?

A I would think that if Congress has passed

1on associated with retirement costs of the Postal

(ms

tegisla
Service, ves, you could call that a legislative construct.
But, however, once agaln, the difference 1is those costs, as
defined by Congress, are asscociated with the ongoing
operation of the Postal Service and its hiring of employees.

Q Just to clarify, they are actually associated with
the time that the employee spent working for the Department
of Defense, are they not?

A I'm clearly not an expert on the military
retirement costs, but to the extent that the Postal Service
1s required to bear those costs associated with the fact
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that employee worked for the Postal Service, they would be

associated in some sense with the operations of the Postal

Service.
0 Pretty tenuous, wouldn’t you agree?
A It may be more tenuous than some other costs that

are more directly associated with, say, mail processing or
transportation.

Q and with respect to the escrow account, do you
have your own opinion as to the likely purposes for which
the Congress will allow the money to be expended in the
future?

A As of right now, Congress has not made any
designation of how those funds will be used by the Postal
Service. We're required to put them into escrow, and as I
understand it, as, I believe, Mr. Tayman explained, those
~5sts are not accessikle by the Postal Service or by any
other party, for that matter.

Q So you do have an opinion yourself. What I asked
vou 1s whether you had an opinicon yourself as to what
Congress would allow those funds to be expended on
eventually.

A Eventually? No, I don’t know. As I understand,
in the test year, those funds are required to be put into
escrow, and they are not available for the Postal Service
or, I believe, anyone else to spend.
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0 Are you aware of any legislative history
evidencing that the purpose for the escrow is associated
with the unfunded health care liabilities of postal
retirees?

A I'm certainly not an expert on the various
provisions of the ongoing discussions involved with the
postal assignment of those costs. However, generally I'm
aware that there has been some discussion of assigning those
costs to unfunded retirement liabilities, but those actions
have not been taken. It’s a pending legislation; it’s not
been acted upon by Congress.

Q OCkay. And if it were acted on by Congress, at the

m

O
(D

ment that Congress were to act and say those funds needed

(i

- be paid over to prefund retiree health care costs, at
“hat point, you would say they were associated with Postal
Service operation and administratiocon.

A You would need to look at the full context of what
Congress had chosen to do, but to the extent that they would
De assigned to a specific purpose, that would be different

from how we face the escrow obligation right now.

0 So 1s your answer you have to look at it at the
Time?

A Yes.

Q Okay. Would you agree with me that a certain

evel of retirement health costs were in the Postal
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Service’s cost base in the last rate case R2001-17

A As I said, I'm not an expert on the costing
system, but I generally understand that all of the costs of
labor, including retirement costs, are included in the rate
base when a rate proposal 1s presented to the Commission,
and I would assume retirement costs were included in the
proposal in the last docket.

Q And that would include the CSRS payments, even if
they were overpaymentg, to the best of your knowledge.

A I believe it would include the CSRS payments that
we were obligated to pay at that point in time.

Q Would you agree that if other Postal Service costs
were about $3 billion lower in the test year, and there was
no projected deficit in 2006, in Fiscal 2006, that this case
would not have been filed? I think your testimony speaks to
this.

A This case was filed as a result of the projected
$3.1 billion deficit, approximately, associated with the
provision of the need to fund the escrow requirement. What
che Postal Service has stated and what Mr. Potter has stated
was 1f the escrow obligation did not exist, the Postal

Service would ncot have otherwise filed this case.

Q Could I ask you to try to carefully listen to the
guestion --
A Okay.
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0 -- and work with me here so I can get through in a
reasonable amount of time?

Let me go back to the question because the
gquestion said, would you agree with me that if other Postal
Service costs were $3 billion in the test year, and there
was no deficit anticipated in the test year, that there
would have been no case filed by the Postal Service? That's
the question.

MR. TIDWELL: Then the Postal Service is going to
object to the guestion being directed to this witness
because 1t goes to what the revenue requirement would be in
this case under the circumstances, and we had the revenue
requirement witness here yesterday.

MR. OLSON: Mr. Chairman, 1f you would just give
me a second, I’]ll find the section that it'’s directly
relevant tc in this witness’s testimony. It‘s on page 7,
and this witness talks about the $3.1 billion escrow burden
being not unliike a tax and then says, "If the escrow
requirement were larger, the Postal Service would have been
obligated to request a larger increase in rates and fees to
generate the larger escrow reguirement. Conversely, i1f the
escrow regquirement were smaller, the Postal Service would
regquest a smaller increase." This witness testified about
pasically the same question I'm asking. I'm trying to
ciarify, 1if there were another $3 billion offset, whether
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there would have been a rate case. That’s what I’'m tying it
to.

CHAIRMAN OMAS: I’'1ll allow the question. Ms.
Robinson, would you answer?

THE WITNESS: In this section of my testimony, I
am citing Witness Potter’s testimony at page 5.

MR. OLSON: Can I say, I'm just asking you a
question? I'm not going back to the testimony. That was to
nandle the objection. I have a pending question. Let me go
over this one more time.

BY MR. OLSON:

X

Would you agree that 1f the Postal Service had in
17s other costs, other than the escrow payment, 1f it had
found a way to save $2 billion, and there was no deficit in
“he test vear, that this case would not have been filed?

L I'm not sure I can agree with that. The
assessment of the revenue requirement, which is the subject
=i Witness Tayman’'s testimony, involves a balancing of a

verw large number of factors. My understanding was, in the

apsence of the escrow obligation, given the financial

'y

ositzon of the Postal Service when we filed this request,
the escrow obligation was the sole factor driving that
increase.

Q So you’'re saying, even if there was an extra $3
pillion cost cutting in the test year and no imbalance in
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the test year showing a negative of $3 billion, the case
might have been filed anyway.

A No. That’s not what I'm saying. What I’'m saying
is the full circumstances involving the finances of the
Postal Service are evaluated. The Postal Service will file
a request for a change in rates and fees when it finds it
will not break even in a specific test year, and there is
consideration of a number of other things. If finances show
that there would be a net income of $3 billion, it is
probably unlikely that a rate case would be filed for that
specific test vear.

0 You did say in your testimony -- now I'm asking
about the testimony -- that if the $3 billion cobligation for
CSRS were not there, that presumably there would have been
nc case f:iled.

A Correct.

Q Okay. Now, I'm asking --

MR. TIDWELL: Mr. Chairman, the $3.1 billion 1is
not a CSRS obligation.

MR. CLSON: Well, we can call it the CSRS savings
going into escrow. Should we call 1t that?

MR. TIDWELL: The escrow. It is appropriate, vyes.

CHAIRMAN OMAS: I think it’s referred to as
escrow.

MR. OLSCN: I would be glad to refer to it as
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anything distinguished counsel would want me to refer to it
as.

THE WITNESS: I think the distinction is that the
escrow requirement is the difference between an appropriate
calculation cof retirement costs and the requirement that I
believe Witness Tayman said was substantially in error. So
the escrow payment 1s not associated with ongoing retirement
costs for the Postal Service.

BY MR. OLSON:

Q That’'s not my question; that was Mr. Tidwell'’s.
But let’s call it "escrow payment."” If the escrow payment
did not exist, 1is it your testimony that the case would not
have been filed?

A It’'s my understanding, 1f given the financial
position of the Postal Service when we proposed this rate
increase, that 1if the escrow obligation did not exist, we
would not have filed this case.

Q Okay. Thank you. Now, let me ask you the next
guestion, which 1is, 1s 1t your testimony, though, from a
moment ago that i1f the Postal Service had $3 billion of cost
savings 1n a different area, that it still might have filed
the rate case if 1t had to make the $3 billion payment into
“he escrow?

A If the Postal Service had been breaking even in
the test year or had had a $3 billion surplus, it’s unlikely
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that they would have proposed a rate increase.

Q Okay. If it’s unlikely they would have proposed a
rate increase 1in the event they had $3 billion of cost
savings 1n a test year, break even, and you’'re certain they
wouldn'’t have proposed a rate increase if there was no
escrow payment due, what’s the difference between those
costs? What's the difference between owing $3.1 billion to
the escrow and $3.1 billion of operating costs from the
standpoint of rate-setting criteria, such as the fair and
eguitable standard that you referred to in your testimony?

A Well, the difference is in how we’re treating
those costs. The escrow obligation is really unique in that
it isn’t associated with the ongoing operations of the
Postal Service, and when we looked at that in terms of how
we would propose rates and fees, we felt that given the
pricing criteria of the act and the other provisions of the
act, that 1t was appropriate to treat that in a way that is
not typical of the typical ongoing costs of the Postal
Service. That's what led to the 5.4 percent proposal, the
rate 1ncrease across-the-board proposal, and it’'s a matter
of how those costs are treated and what the appropriate way
Z¢c treat those costs 1s, given the lack of association with
ongoing postal operations.

Q Do you recall my cross-examination yesterday with
Witness Tayman -- I believe you were in the hearing room --
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and asked him particularly about the OBRA imposed costs on
the Postal Service? Do you recall that?

A Yes, I do.
Q And the many times over history where Congress has
come up with creative new ways to impose burdens on the

Postal Service and the rate payer to fund various types of

expenses?
A Yes. I remember that conversation.
0 And that one of them we discussed was, I believe,

$2.4 billion in 1990 under the OBRA of that vyear, at least
part of which had nothing to do with ongoing postal
operations, and some of these OBRA expenses have to do with
POD, Post Office Department, expenditures. Do you recall
that?

A I recall the conversation. I can’t confirm the
numbers vyou're speaking about or the specific facts
surrounding the OBRA.

Q What correlation does Congress imposing on the
Postal Service an obligation of the old Post Office
Department have to do with the ongoing operations of the
Postal Service?

A I'm clearly not qualified to talk about the
accounting treatment of those sorts of obligations, whether
they are associated with the Postal Service or the Post
Office Department.
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Q I'm not asking about accounting; I’'m asking about
rate design because you’re drawing some principles. You’'re
saying that the way you recover these expenses is different
if it’s escrow payment of $3.1 million as opposed to other
types of expense that you category, I believe, as
administrative and operating in that same interrogatory that
we’ve been discussing. And I'm trying to get at what the
difference is from a rate-design standpoint as to why those
escrow costs are so different that they are recovered and
should be recovered in a different way?

A The escrow costs are fundamentally different, in
that they have no basis in providing postal services to the
American people. The costs you’re talking about have some
relationship at some point in time to the provision of
pcstal services. That’s not the case with the escrow
obligation. The escrow obligation exists because Congress
says 1t exists. It’s not something that can be used for
postal operations. It’s not defined in the same sense as
many of those other costs that you’'re referring to.

Q Okay. So it would be your position, then, that
the OBRA expenses 1mposed on the Postal Service by Congress
to pay for expenses in the Post Office Department are
related to the provision of postal services.

A They are related to the provision of postal
services at some point in time. The appropriateness of the
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imposition of those costs at that point in time, I really
can’'t discuss.

Q Would you take a look at your response to T-27-4?
The thrust of this question had to do with adjusting rates
into the future, and I want to give you a hypothetical which
is fairly simple to think about and react to for me, if you
cculd, 1if you can just jot down a couple of numbers.

Let’s suppose we have two products, A and B, and

the current rates are 20 cents for Product A and 50 cents
for Product B. So that’s your initial starting point. And

then assume that the Commission recommends an across-the-

}

prtard increase of 20 percent on those costs in a given

a7 oket, nc

ot

unlike this docket. I'm using different numbers
- make the math easy. And so the rates for Product A go to
.= rcents, and the rates for Product B go to 60 cents. Does

“:at math work for you, a 20-percent increase on both?

T

A That looks correc

o Okay. So the rates are 24 and 60 cents, and those
rer~ome the base rates for the next case, the next docket.
And then the next case, if the Commission were to look at
rhe situation and the relative cost levels and consider all
of the pclicies of the act and the testimony of the Postal
Service, and it decides the best rates for those two
products would be 32 cents for Product A, which is up 8
cents from the 24 cents -- do you see that? --
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A Uh-huh.
Q -- and if it were to decide that the best price

for Product B would be 63 cents, up 3 cents from 60 cents,

that’s the scenario I'm asking you to assume there -- okay?
A Just to be sure I'm clear, --
Q Sure.
A -- current rate for Product A is 20 cents. At the

first docket, the rate increases to 24 cents, and in the
second docket, it increases to 32 cents.

Q No. 1t doesn’t increase. It’‘s that the
Commission wants to --

A That 1is the Commission’s recommendation.

Q No. It’s that the Commission is of the view that
the costs and the evidence and the rate design and all leads
them that those are the proper rates. It has in mind that
theyv are the proper rates. This is the very essence of my
question 1s the considerations that the Commission will have
tc entertain in a subsequent docket if we go with an across-
the-board approach. If the Commission were to recommend the
rates that I just said that 1t wants to recommend, then it
would be a 33.3 percent increase in the first product, A.

Correct?

A From what point, from the 24 cents to the 32
cents?
Q Yes.
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A Yes.

Q Eight divided by 24, okay. But for Product B,
it’s only a 5 percent increase. Correct?

A Yes. Sixty cents to 63 cents is 5 percent.

Q Now, do you think it’s likely that in that
scenario the Commisgion could become concerned that 33
percent is a large increase relative to an increase of 5
percent for mailers of Product B and that the rate effect of
that one increase will be quite large on the mailers. Do
vou think that's a reasonable reaction the Commission might
have in a subsequent docket?

A You'’re proposing a situation that I find very hard
o understand. What you’re saying 1s the Commission
considers the proper rates to be a specific number, and
“hen, for some reason, they have now evaluated that
consideration. I would believe that if the Commission has
determined that the proper correct rates to recommend are a
certain level, that they would have taken into
consideration, for example, the effect on mailers cf the
changes in rates.

Q Well, I'm suggesting that it is at that point that
they begin to look at the noncost criteria of the act
dealing with the impact on mailers, and they begin to look
at rate shock, and they begin to look at whether, you know,
some witness comes forward and says, "You can’t do that.
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That’s going to be detrimental to those mailers. It's
unfair." You can’t see that being raised by litigants in a
case or by the Commission?

A I think you're imposing an order on the
consideration of the criteria that, while I can’t speak for
how the Commission makes its decision, is not how the Postal
Service approaches rate design.

Q Let me ask you to assume that’s the way it’'s done
and that after you come up with a target rate, then the
Commission looks at it as entertaining thoughts about rate
shock and impact on the mailer. Is that so hard to believe
that they would think about what the costs and the coverage
and the rate design would be, and then they look at it, and

thev say, "Well, that’s a 33.3 percent increase. That'’s a

Hh

very hefty increase. Maybe we’ll have to temper that."

That'’'s 1inconceivable to you?

A It’s not inconceivable that the Commission would
cnnsider the effect on mailers of an increase of a specific
s:z7e. However, I don't believe that it’'s a circumstance
where a computation 1s done, a proper rate, or whatever you

want to call it, 1s calculated, and then those

considerations are taken into effect.

Q Okay. Can I ask you to assume 1t?
A All right.
Q A hypothetical. Okay. Now, when the Commission
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looks at that 33.3 percent increase of Product A, and it
tries to see what’s causing that, it might see that relative
costs have changed, looking at the costing testimony, and it
would look to see that those costs have changed over a span
of years, and that span of years was from a period before
the interim across-the-board case to the next docket, that
costs have been changing, but that across-the-board increase
covered up, papered over, all of the costing changes because

the across-the-board increase was not predicated on rates

that directly correlate with costs. Correct?
A No. I don’t think that is correct.
Q Directly correlate with costs or indirectly.
A An across-the-board increase, as we'’ve proposed

1%, has not 1i1gnored the consideration of changes in costs.
What has been made is a determination that absent the need
to fund the escrow regquirement, the Postal Service would not
be proposing a rate increase. This 1s a rate proposal to
recover a specifically 1dentified cost that is not
assocliated with the provision of postal services. It’s not
an i1gnoring of changes in costs; it 1s a very narrowly
targeted request.

¢ Aside from the postal products where the revenues
would not generate adequate funds to cover costs for two or
three products, are you saying that the Postal Service’s
filing in this case correlates the rates in the test year to
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the costs in the test year? I thought it was across the
board.

A The rate change 1is proposed across the board.
There 1s some correlation in the rates and the actual
underlying costs, in that the costs associated with the
provision of services are incorporated in the current costs.
The prior docket --

Q In other words, they were incorporated in the
prior docket, in R2001-1, for example.

A Yes. That was a more typical closer association
of costs with the rates, vyes.

Q Do you recall if Docket No. R2001-1 was litigated
to its conclusion was a normal case where the Commission
decides all of the issues or whether it was settled?

PN I want to be very careful about characterizing
that because I'm not an attorney. My understanding is that
there was a settlement, an agreement in which most of the
parties agreed tc a specific set of rates. 1I’'m not sure if
the Commission’s procedure would be viewed as litigating it
to 1ts conclusion in the sense that you’re talking about.

Q When was the last docket that was litigated to 1its
normal conclusion where the Commission establishes all of
the rates apart from the settlement?

A Now, once again, I don’t want to characterize
Docket No. R2001-1 as not being litigated. 1I’'m not an
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attorney. I’'m really not --
0 Your caveat is noted.
A -- qualified to discuss that.

Docket No. R2001-1 was unusual, in that there was

a settlement agreement in that case. There had been
settlement proposals, at least in prior cases. The last
case 1n which there was not a settlement proposal under
discussion was Docket No. R2000-1.

Q R2000-1 was the last fully litigated case with
that caveat.

A The last -- rate case, ves.

o Thank you. Now, going back to Product A and
troduct B, 1f the Commissiocn had not simply changed the
rri17es across the board -- remember, we used the 20 percent

suTher? - -

D

1f they hadn’'t given an across-the-board

LY

s

as

]

, irrespective of changes in unit costs of Product A
and Product B, isn’t 1t true that when they got to the next
case that they wouldn’'t have had as much rate shock, or you
wouldn't have had the 22.3 percent increase for Product A?

A In other words, 1f we did not have the 20 percent
:ncrease 1in the first docket?

Q Yes. In other words, if it was not an across-the-
board increase, but the rates which the Commission came up
with were tied to cost changes, and we’re postulating that
the cost changes over this entire period before and after
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the across-the-board increase were shifting costs to Product
A, they were rising disproportionately high, isn’t it true
that if we hadn’t had the across-the-board increase that
when you finally get around to looking at costs and
correlating rates with costs that the changes don’t have to
be as dramatic with as much negative impact on mailers?

A I believe they are larger. If you go from 20
cents and have an 8 cent increase, I think it’s a larger
percentage increase without the across-the-board. If your
baseline 1s 20 cents, you don’'t have an across-the-board
increase --

0 It is larger. I agree with you. The 33 is larger
than 1t would have been i1f you hadn’t have had the across-
the-board.

A No. The percentage change from 20 cents plus 8
cents to 28 cents 1s larger than the 33 percent that you

have from the across-the-board increase to 32 cents.

Q I'm not sure --
A I'm not sure I'm following your guestion.
Q What I'm trying to get at here 1s if you, 1in every

case that comes before this Ccocmmission, 1f you make an
effort to correlate rates to costs in the test year, the way
that we used to do things before we stopped litigating
cases, doesn’t that indicate that you would have more cost-
based rates coming out of this docket, and in the future you
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would not have the problem of having seemingly
disproportionate rate changes to reflect the underlying
costs?

A Well, I think where I disagree with your assertion
is the characterization of postal rates as being cost based
in a way that you'’re suggesting they are purely cost based.
The nine pricing criteria of the act include the
consideration of a large number of factors that are not
necessarily strictly tied to costs. For example, ECSI
value, which has some social peclicy implications, is
considered in the setting of specific categories of mails
such as periodicals. Rates don't track costs specifically.
Costeg are a component in the construction of rates, but the
other criteria of the act dictate how postal rates will be
set .

Q Okay. Let me put in a ceteris paribus that deals
with that and just say that the markups stay consistent. So
all we're doing is saying that the underlying costs have
changed; the markups stay the same. Isn’t it true that if
vou have in this scenario an interim across-the-board
increase, that in the future you’re much more likely to be
required to 1mpose rate shock on mailers to get cost-based
rates? Will you concede that?

A Your ceteris paribus says there is one pricing
criteria, B3. That’s not the circumstance we’re facing.
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Q No. That’s not my ceteris paribus. My ceteris
paribus is there are nine pricing criteria, eight noncost,
one cost, and the eight noncost stay the same. I'm asking
you to postulate, to assume, that all of the other criteria
in the act stay the same. The coverage stays the same. The
markup indices stay the same. Everything stays the same,
rate design. When you have changes in underlying costs,
that gets then revealed in the rates, does it not?

A What you’re saying is that changes in the
underlying costs can’t occur with all of the other criteria
evaluations staying the same. For example, if costs change,
and to some extent, you wish to reflect that in costs, you
have to consider the effect on Postal Service customers and
competitors. It’s not an independent judgment that can be

made Ceterls paribus.

L&

So you won't accept my premise.

A No, no.

Q You would answer the question based on fixed
markups.

A I think the premise is fundamentally flawed in how

the costing criteria and the other criteria of the act
interacet.
Q Then I won't pursue 1it.
Would you look at your response to T-27-5(b)? We
said there in the question, "Would you agree that if the
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cost coverage of ECR is not reduced over some period of time
following its creation, then the creation of ECR as a
separate subclass will have failed to achieve ’'more
equitable rates’ and to reflect ’'market characteristics’"?
And that’s quoting Witness Moeller from his testimony in
MC95-1. Do you see that?

A Yes. However, I don’t believe Witness Moeller
would have said that it would have failed to achieve either

of those things.

Q That’'s where your answer comeg in. Right?
A Yes.
Q Okay. Well, that’s what we’re doing. Do you see

rhe gquestion?

A Yes. I do see the gquestion.

Q Okay. On the answer, you say no. That'’s the
first answer. Correct?

A Yes.

Q And then you go on to seek to explain that, and
vou have three sentences. The first sentence says: "The

enhanced carrier route subclass provides options for
customers mailing gecgraphically targeted advertising that
are not available to the standard regular subclass." Do you
see that?

A Yes, I do.

Q Okay. I guess that’s true by definition because
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ECR is now a separate subclass, but what did you have in
mind? What options do mailers have to use the ECR subclass
that were not available with former third class?

A My comparison here is between the ECR subclass as
it exists today and the standard regular subclass as it
exists today. There were options for some of the types of
mail services that are available in the current ECR subclass
under the old preferred class structure.

Q So when we asked you about whether the current ECR
is achieving more equitable rates compared to a situation
where regular and ECR were fused, you answered the question
with respect to teday’s ECR and today'’s regular.

A That was the intent of that sentence, vyes.

Q So what options do you identify there? What

ons do ECR mailers have that are not available for

]

opt
standard regular mailers?

A There are pricing structures that allow high-
density advertising mail to be provided as a product for
customers to use.

Q So you’re basically saying they have different
rates.

A Yes, ECR does have different rates than standard
mail, regular.

Q Okay. And then the second guestion was by
creating -- or your second response, 1'm sorry, was by

Heritage Reporting Corporation
{202) €28-4888



[

r)

o

N

511
creating a separate ECR subclass, market and demand
differences were recognized not only in the rate structure
but alsc to a greater extent in the classification
structure. What changes were there in the classification
structure that you’re referring to? Could you list those?

A The establishment of ECR as a subclass allows the
application of the pricing criteria to the ECR products as a
group and separate from the standard regular mail subclass.
What that’s allowed is a recognition of the characteristics
of ECR and, as you’'ve noted, the cost coverage of ECR in the
construction of the rates for that class.

Generally, ECR has received lower rate increases
»r the Postal Service has proposed lower rate increases for
EZF, and 1in general on an inflation-adjusted basis, many of
~ne ETE rates have actually declined since reclassification.
That abilizy to treat ECR separately from standard mail has
crovided more discretion in making those adjustments.

¢ So you're saylng one of the reasons that ECR

nas been a success 1g that it has such a low markup?

No, I'm not. I'm saying the rate changes have

]

been typically proposed to be lower than for other clasgses
of mail, and in addition, the specific rates in and of
hemselves have not increased as rapidly as they might
octherwise have.

Q And you know what they would have been apart
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from -- how do you know what they would have been apart from
the creation of ECR?

A You can’t tell what they would have been.

However, if you do look at some rate comparisons in a
circumstance where rates for many subclasses of mail

are -- are increasing, barely settling, ECR’s rate increases
have been moderated since reclassification.

Q And what do you think about -- how would you
describe their coverage over the period since
reclassification and the changes in coverage?

A The coverage for ECR is relatively high compared
to the coverages of other classes of mail, but once again,
customers don’t pay house coverages; they pay rates, and
there has been an attempt to moderate the changes in those
rates since reclassification.

Q Have -- what moderation has occurred in the -- in
the ECR coverage in -- 1in 90 -- or 97-1 and 2000-1 and 2001-
1 or 1n this case?

A In the prior dockets, it’s my understanding that
che rate proposals considered the effect on the ECR mailers
of potential rate changes, and generally the Postal Service
rate policy witness in those cases expressed concern that
while the cost coverage for ECR was relatively high compared
to the cost coverages for other classifications of mail,
that was one reason that that witness would have proposed a

Heritage Reporting Corporation
(202) 628-4888



N

[\

[\
[\

24

25

513
lower than otherwise rate change.

Q As a matter of fact, in our question to you there
at T-27-5, we recite some of that earlier testimony, and
frequently the indication is that, just as you said, that
they wish the ECR could have had a lower coverage, but
sometimes it couldn’t because others would have had to pay

more, 1sn’'t that correct?

A That’'s one factor is it’s a balancing of the cost
coverages across the various classes of mail, and you -- you
have to consider the totality of the rate proposal in -- in

proposing coverages for ECR or for any other subclass of
mail.

o} And you say that in your last answer, your last
gentence there of your answer to B, that having subclass

tatus provides opportunities to reevaluate coverage. Are

1]

vou 1ndicating that there’s something in the works for the
future for ECR coverage where thelir coverage would be
reevaluated and perhaps lowered?

A The cost coverage for every subclass is
reevaluated when the Postal Service files a request for a
change in rates.

0 How about lowered?

A I -- I really can’t speculate on whether cost
coverages would increase or decrease specifically in
a -- in a future docket. There are a lot of factors in the
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Postal Service’s operations and costs, for example, the
expanding network and the expanding institutional costs and
the fact that first class mail is declining that make it
very difficult to speculate as to whether cost coverages for
ECR or any other class would go up or would go down.
Q Okay. How about with re -- changes in ECR cost

coverage relative to standard regular? Any opinion there?

A I think the same caveats have to apply.

Q Okay. Take a look at your response, please, to T-
27-7. I'm sorry, I think we -- we should go to
T-17-D.

A T?

0 T-28, 17-D, which was --

A Valpak?

Q It was a Valpak. It was asked of Witness Taufigue
and redirected to you. Do you recall that?

A Yes, I do.

Q In that response to D -- oh, here 1t is. The
first sentence of the response says, "In this
example" -- I'm going to ask you what a -- what a word means

A Mm-hmm.

Q -- as I don‘t think we have to go through the
whole question. "In this example, it is unclear whether you
were referring to marginal costs or total costs." And my
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economist friends tell me that there is no such thing as the
"total cost" of producing a product. Could you tell me what

you meant by the term "total costs"?

A I'm sorry, your comment was?

Q That the term "total costs" is not ordinarily
used. I'm just wondering what you mean by "total costs."

A In my experience, that cost -- the term "total

costs" 1is typically used by economists to describe the total

cost of providing a product, the volume of variable cost

plus the fixed cost associated with providing that product.
Q So that’'s your -- your definition of what you mean

there as opposed to marginal costs.

A Marginal cost is the cost of producing one more
unit. Total cost would be the cost of producing a number of
units.

Q So you mean -- are you speaking of average costs

basically? 1Is that what that means?
A You can refer to average total cost as being the

total volume --

Q Or unit cost?

A You can talk about unit total cost, average total
cost, as being the -- for a fixed number of --
of -- of units of a product the wvariable cost plus the total

cost divided by the gquantity of units produced.
Q Sc you would say that any time someone uses the
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term "unit cost," it means unit total costs; any time that
someone uses the word "average costs," it means average

total costs.

A No, I would not necessarily say that.
Q I must have misunderstood you.
A I think my distinction is between marginal costs

or the cost of producing one more unit and average total
costs or the total cost of producing a number of units
divided by the number of units.

Q So we could just take the word "average" or "unit"
and substitute that for "total" and that would be okay with
vou in terms of the meaning you intended?

A I would prefer to use the term "average total

costs" 1in that context.

0 Ckay. Average total costs.
A I believe.
Q Your testimony sets out Witness Thress’

elasticities on page 1€, correct?
A Yes.
0 And there you have the elasticity set out for

standard regular and standard ECR, and I wonder if you could

A Excuse me. It’'s page 15.
Q And right you are. That's it. On page 15, can
vou tell me what the elasticity is for standard regular?
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A -0.267.

Q And the elasticity for enhanced carrier route?

A -1.083.

Q And would you agree that when you compare those
two numbers that the elasticity for standard ECR 1is -- is

more than four times the elasticity of standard regular?

A I would agree an absolute value it’'s approximately
four times. I haven’t done the math.
o Okay. Would you agree that standard regular has

cne of the least elastic demands of any product in the

chart? On the bottom --

A Mm-hmm.
- -- guarter anyway, correct?
A All products with a lower elasticity than standard

r+3ular include the periodicals products, in county, non-
rrofixt, and classroom regular periodicals. Also includes
s:ndle pilece first class mail, letters and sealed parcels.

So weculd it be in the bottom group then?

pa It -- oh, gee

Q Well, let’'s move --

A It --

Q -- let me ask the mcre easy -- the easier
guestion. Just take a look at the -- at the elasticity
for -- for ECR. Would you say that that’'s one of the

highest of any product in your chart? Express mail is
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higher, do you see that?

A It is the third highest.
0 Okay.

A Parcel select is higher.
o) Thank you.

A Express mail is higher.

Q Okay. And it’s higher even than the highly
competitive priority mail, correct?

A Yes. 1.093 is greater than 1.044 -- oh, 004,
excuse me.

Q What significance does it have to your testimony
that the elasticity for ECR is four -- four times, as you
gay, approximately four times the elasticity of standard
regular?

A In postal rate-making, the measures of elasticity
are typicaily used as one measure of the economic -- of the
value of service, specifically the economic value of service
that’s generally used in the application of the pricing
criteria. However, in this case, we really are faced with
unusual cilircumstances.

Q Unique.

A Unique. The consideration of the value of service
of standard ECR and of all the other classes of mail was
loccked at in the context of what the escrow obligation was.

The value of service is incorporated in the current rates
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through the Commission’s cumulative recommendations of those
rates, so 1t 1is in the rate structure that we’re applying
the across-the-board rate increase to. The escrow --

Q So it’s in the rates from R-2000-1 or R-2001-1,
whichever you --

A It is in the rates from R-2001-1, excuse me. And
the escrow obligation in and of itself 1s not driven by the
value of service for specific custom -- for specific classes
of mail. The fact that one class of mail has a higher wvalue
of service than another class of mail has no relationship to
how or why the Postal Service 1is obligated to pay these
costs.

Q No, I'm --

A The escrow obligation is completely
unr=lated --

Q No --

to value of service as measured by elasticity

=]
'

cr measured on the basis of other intrinsic characteristics.

Q So, in other words, they had no bearing on the
rates that you’'re recommend -- the coverages you’re
recommending in this docket?

A No, that’s not the case. The coverages
recommended 1in this docket incorporate the -- the current
rate structure which includes the assessment of value of
service over the period since reorganization by the
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Commission.
Q Okay. Let me ask you this. Do they include
changes in coverage since Docket R-2001-17
A In the consideration of whether to propose an
across-the-board increase, one of the factors that was
discussed was whether that -- that approcach was
inappropriate given any changes in things such as value of
service or any of a number of other things that could be
considered.
The determination was made that the changes in
elasticity or value of service were such that the importance

getting the income through an across-the-board approach

was -- was 1t was an appropriate weighting of those
criteria. The value of service as indicated by the current
rates has not substantially changed, and there was nothing -

- nc change there that suggested that that factor, that
consideration, outweighed the fairness and equity of using
an across--the-board approach to recover the escrow
okligation.

Q So your testimony 1s that you looked at all the
changes in elasticity from R-2001-1 to R-2005-1 and then --
and then, 1in the aggregate, said it’s okay, we still -- it’'s
unigue and we need to go with across-the-board?

A What occurred was a consideration of the
elasticities and changes in other measures of value of
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service which are not strictly associated with elasticity.
Q How did elasticity change for standard regular
between those two cases, between R-2001-1 and R-2005-17
A I don't have the R-2001-1 numbers in front of me.
Q If T were to suggest that -- that I looked it up
and it was -0.388 and now it was -0.267, is that a

significant reduction in elasticity?

A That 1s a reduction in the elasticity, assuming
the -- the numbers that you’'re providing are correct.
Q Right.
MR. TIDWELL: Could -- could counsel favor us with

a citation?

MR. OLSON: I will be glad to. The citation for
that number is USPS T-8, page 49 from Docket No.
E-2001-1.

MR. TIDWELL: Thank you.

THE WITNESS: The -- the difficulty I'm having
with drawing the conclusion that’'s a significant reduction
nas to do with what I understand Witness Thress’ testimony
1s about elasticity. 1 have a number of questions from
other parties regarding first class mail elasticities, and I
understand 1it’'s generally difficult to -- to necessarily
characterize that as a reduction in elasticity.

BY MR. OLSON:

Q Is 1t an increase?

Heritage Reporting Corporation
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A It is a reduction in the estimate of the
elasticity.
Q Take a loock -- well, not take a look, but could

you assume that for standard ECR that the R-2001-1
elasticity was -0.7707?

A I'm sorry?

Q -0.770, and the reference is USPS T-8, page 50,
Docket No. R-2001-1. And that increased from .770 to 1.093.
Is that a significant increase in the elasticity of standard
ECR? Or would you give me the same answer that you did for
regular? It may not be.

A To the extent that we’re characterizing what
changes those numbers would mean, I need to defer to Witness
Thress on that. He’s the expert and developed these
elasticities. It 1s an -- 1t 1is an increase in the estimate
of the elasticities.

Q Is it fair to say that stated ancother way that
comparing the elasticity of standard regular and standard
ECE that 1t indicates that standard regular can absorb a
rate increase more easily than can standard ECR without
losing large volume?

A A lower elasticity of demands such as standard
regular has as compared to -- to enhanced carrier at ECR
suggests that 1f you have the same percentage increase,
there would be less of a volume loss in standard regular
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than there would be in -- in standard ECR. I --
Q Would that be a yes then on my question?
A I'm not quite sure what you mean by the word

"absorb," but there’s a greater volume reaction in standard
ECR.

Q In -- for standard regular mail in test year 2006,
the number I have is 50 -- 56.9 billion volume, 1s that --
and ECR about 33.3 billion pieces. Does that look about
right relative one to the other?

A Yes.

Q And therefore, the -- the total volume of standard
regular 1, by my math, 1.7 times as large
% -- as ECR, or the other way around, that ECR is 58
rercent of standard regular, whichever way you want to look

t. Does that loock about right?
Fay Cenerally, ves.
Q Ckay. Now the proposed rates for average rate

:ncrease for standard regular is 5.3 percent, correct, in

zuy table’
A The proposed increase for standard regular is 5.4
percent
Q Ch, that’'s right. There are two different
numbers. We asked an interrogatory about that. Two
witnesses had two numbers, as I recall. And so you’re using

5.4, and what's the number you’re using for ECR?
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A 5.5.

0 Okay. 1Instead of 5.6, which another witness uses,
correct?

A There was a slight difference in the calculation

of the percentage changes. My numbers hold the volume mixed
constant volume and volume mixed constant so movements in
the volume forecast causing shifts between various rate
categories don’'t distort percentage change.

Q Okay. And looking at the -- so you think your

method is more accurate, is that what you’'re saying?

A Yes, I do.
Q Okay. And the other witnesses less accurate.
A I believe the method I'm using accurately reflects

the effect on customers of a change in prices.

Q Okay. And for standard regular, that 5.4 percent
increase in this docket would result -- I guess I'1l -- if
you don’t have this, I’1ll ask you to assume 1t -- a

reduction in volume of 507 million pieces for regular, okay?

A All right.

Q And the corresponding reduction for ECR for the
5.5 or 5.6 percent increase in price is 1.1 billion pieces.
Can you draw any conclusion from that as to how much lost
contribution to institutional cost the Postal Service might
have from those relative changes in volume?

A The Postal Service is not losing contribution from
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either of these subclasses as a result of a rate increase.

0 No, as a result of these specific lost volumes.

A But these -- these volume losses are coming as the
result of a rate increase whose net effect is an increase in
contribution.

0 Oh, I agree the net effect is an increase in
contribution. I'm just trying to deal with the comparison
of the lost volume and the net effect on Postal Service
finances of that lost velume. Do you think -- can you just
work with me for a second? Then I‘11 give you a chance to
tell you -- tell me whether you think this 1s irrelevant.

But 1f -- if there -- 1f standard regular lost 507
-- by the way, let me ask you, do you have in your testimony
unit contribution numbers?

A I believe we presented them in the total basis,
nct on a unit basis.

Q Okay. Because, when Mr. Hall was here before, you
were dealing with unit contributions. Was that something
vou calculated yourself?

A That was a cross-examination exhibit provided by
Mr. Hall that we checked yesterday.

Q Okay. So unit contribution -- to your knowledge,
unit contribution numbers are not in the Postal Service's
case, are they?

A I can’'t think of a specific case where we
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presented them. They’'re very easy to calculate from -- from

the numbers that we do have.

Q Okay.

A The data would be relatively straightforward to
compute.

Q Just for purposes of this gquestion, I went back to

R-2001-1 and used the opinion and recommended decision
appendix G number, and I -- I took that number as an order
of magnitude since I didn’'t have -- I didn’t compute it and
I didn’'t have it from the case.

What that shows if you had -- I'm going to suggest
to you and I'm going to then ask you to give me your
reaction to this -- that the 5.4 percent increase in regular
mail, standard regular, loses 507 million pieces and those
pleces correspond to a loss of contribution to institutional
cost of $28 million. That's at 5.583 cents per piece, and I
know that’s from the prior docket, so these numbers are --
would have to be adjusted for this case. But do you follow
what I'm saying so far?

A I actually don’'t believe that’'s an appropriate way
to characterize that. There 1s a volume reduction as the
result of a price increase, but what you’'re trying to do is
to segregate that volume reducticn from the -- the -- the
change in contribution from the class as a whole --

Q That's exactly what I'm trying to do.
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A -- and I don’t think that’s appropriate to do in
this case.
0 Yes, that’s exactly what I‘m trying to do. 1In a
minute, I ask you to explain why you don‘t think it’s

appropriate, but just if you could work with me to --

A Mm-hmm.
Q -- come up with these two numbers; then I'm going
to ask you to compare them. So the -- the 5.4 percent

increase in standard regular leads to a loss of 507 million
pieces or a loss of $28 million in contribution. Those are
the numbers we just went over, correct? You don’t have to

accept 1t, but you know what I'm talking about, right?

A I believe the arithmetic --
Q Okay.
Py -- change in volume times the change in

contribution will get you a number that’s somewhere in that
range.
0 Good.
A I don’'t believe that’'s an appropriate way to look
at these numbers.
Q No, I -- I know, and you can say that after I ask
you this guestion, too, but --
CHAIRMAN OMAS: Mr. Olson?
MR. OLSON: Yes.
CHAIRMAN OMAS: Could you please give us an idea
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about how much longer you have?

MR. OLSON: Oh, for probably 20 minutes.

CHAIRMAN OMAS: Well, in that case, it -- this
looks like a good point in time to take our midmorning
break. We’ll come back at 10 minutes after 11.

(Whereupon, a brief recess was taken.)

CHAIRMAN OMAS: Mr. Olson, you may continue.

MR. OLSON: Thank you, Mr. Chairman.

CROSS-EXAMINATION (RESUMED)

BY MR. OLSON:

Q Ms. Robinson, I want to pick up where we left off
1n this discussion of lost volume for standard regular and
standard ECR and the lost contribution that correlates to
that lost volume. We finished talking about standard
regular, I belleve, where we said that the rate increase,
the across-the-board rate increase would lose 507 million
pieces, which correlates roughly using the last -- the
numbers from the last docket to $28 million lost, and you
recall that?

A I recall the conversation. I would not agree that
they change in volume as a result of the across-the-board
rate 1increase results in a loss of contribution. The net
effect of the rate increase is an increase in contribution.

Q Right. I'm willing to stipulate that the net
effect of an increase in rates where ECR results in
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an -- a net -- that the increase in rates results in a net
increase in contribution, but I think you realize what I'm
focusing on are the pieces that are lost because there is a
low elasticity for standard regular and a high elasticity
for standard ECR. I mean, you do realize where I’'m going
with these questions, right? You just don’'t want to help me
get there?

A I'm not sure I understand where you’re going.
However, the volume response in a higher elasticity subclass
i€ greater than the volume response in a lower elasticity
subclass 1n absolute value.

C Okay. And on a unit contribution basis, which

roduct, standard regular or standard ECR, has a higher unit

T

cntribution?

)

A I believe gstandard regular.
C Well, 1n Docket No. R-2001-1, Appendix G, the

standard regular unit contribution was 5.583 cents, and for

t1t
T
[
t
=
o
65}
(84

8.133 cents. Would you accept those numbers

A I have no reason to disagree with those numbers.
The markup for ECR 1s higher; however, that may be
appropriate on the contribution. I haven’'t checked those
numbers lately.

) But it surprises you to learn that the unit
contribution 1s higher for standard ECR than for standard
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regular? That’s what you're saying?

A No, I'm not saying it surprises me. It’s numbers
I don’t have with me at the moment.

Q If the across-the-board increase as applied to
standard ECR would result in a 1.1 billion approximate
reduction in volume, I'm -- I'm asking you to -- you need
not look it up. I mean, just sort of accept that that’'s the
number. And the -- if you --

A I mean, the numbers you'’'re providing appear to be
from Valpak USPS T-7-4 in which I stated the reduction in
standard mail ECR volume between the test year before rates

and the test year after rates is 1.141806 thousand cases.

Q Exactly. And that’s the number I'm working with
here

A Okay.

Q So that 1.1 approximately billion pieces of lost

standard ECR volume, if you apply an 8.133 cent per piece
contribution to institutional cost, you’re dealing with
about $93 million in lost contribution from those pieces,
correct?

A If you take the change in volume times the
contribution per piece, it would appear you would get the
number on the order of what you’re discussing.

Q Okay. So the way that I’'m presenting this to you
with only 58 percent -- taking a look at standard ECR with
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only 58 percent of the volume of standard regular, the
Postal Service stands to lose three times the contribution
to institutional costs from an across-the-board rate
increase from standard ECR compared to standard regular,

would that not be correct?

A No, that’s not --
Q I'm not talking -- I'm not talking about the total
contribution. I'm talking about the contribution from the

pieces that it loses under Witness Thress’ elasticities in
an after rates context.

A You're trying to segregate the effect of a rate
change in a way that I do not think is appropriate.

o Okay. But I am trying to segregate it, and you do
understand what I'm trying to do. Would you simply -- I"11
give you all the opportunity in the world to tell me why
1t's 1lnappropriate, but do you -- do you understand what I'm
saying when I say the Postal Service 1s losing three times
the contribution to institutional costs by this across-the-
board increase from ECR than it is from regular? It'’s
losing $93 million as opposed to $28 million in the test
year.

A Having not done the arithmetic, be able to confirm
the arithmetic, I will assume your numbers are correct. The
-- the calculation of the change in volume times the average
contribution per piece would be larger for ECR than it would
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be for standard regular. However, I don’t agree that’s an

appropriate way to look at these numbers.

Q Okay. Now tell us, now tell us why it’s
inappropriate.
yiy In presenting a proposal for an increase in rates,

the goal of that proposal is to increase revenue by making
adjustments in rates with the recognition that there will be
some volume reduction.

The net impact is not a change in contribution
assocliated with the volume that is -- that goes away or is
reduced as a result of the changes in rates. The net impact
effect on the Postal Service’s bottom line is

the -- the -- the combination, and it’s not something that'’s

M

easily separatable between the fact that some volume is lost
and the remaining pieces earn -- or contribute more
contribution.

That -- that effect is -- is intertwined in a way
that I don’t think you can reasonably segregate it because,
:f you take this in the other direction, by that logic, you

would continually increase contribution if you reduced

prices.
Q I understand that.
A The opposite doesn’t work in the same way that
this doesn’t work. It doesn’t separate readily.
Q You’'re -- you’'re saying that -- well, I'm
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not -- I'm not sure it’s significant. Let me ask -- let me
ask you if you were to have an elasticity of -- of regular
mail, standard regular mail, that approached zero --

A Mm-hmm.

Q -- and an elasticity of ECR that approached say
1.4 or five so that you could raise rates on standard
regular with abandon and not lose volume, but if you -- you
come perilously close to losing money on ECR by a rate
increase, that wouldn’t that be a relevant rate-setting
consideration for you?

A It is a relevant rate-setting consideration in the
effect that elasticity measures the economic value of
service, which is one of the things we would consider in the
value of service. 1I'd note that the elasticity that you --
vou hypothetically pose is approximately that of express
mail where we do have a rate increase and an enter --
increase in contribution from that class of mail.

Q Do you anywhere in your testimony discuss standard
ECR or standard regular mail and how the non-cost criteria
of the Act apply to those products, specifically to those

products?

A Because of the unique circumstances in this case -
Q Is that a no?
A That is a no, with an explanation.
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Q Okay. So the no, and then go ahead.

A Generally, the rate level testimony the Postal
Service presents goes through the pricing criteria in
specific reference to each of the classes of mail including
standard ECR. What we’'ve done in this case is presented the
issue as we find it, which is that we’re faced with an
escrow obligation that’s not associated with revision of
postal services, and there are not significant changes in
the evaluation of the underlying criteria or the financial
position of the Postal Service that would otherwise require
an increase 1n rates.

Q So the conventional type of pricing witness that
the Postal Service puts on in the conventional type of
pricing testimony that the Postal Service puts on where it
discusses the various major products, that wasn’'t necessary
because of the unique nature of this case, correct? That’'s
your position.

A What I’'ve done in my testimony is presented the
Postal Service's proposals for rate levels in this case and
an explanation of why these proposals are consistent with
the criteria of the Act. We do discussrthe fact that there
have not been significant changes in the evaluation of a
number of the criteria to the extent they’re incorporated 1n
the current rate structure.

We do not do a blow-by-blow through each class of
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mail and explain for the case of standard mails, letters,
and sealed parcels, ECR and so on, that those changes have
not -- you know, we don’'t do the same explanation for each
class of mail.

However, we did consider the effect to which any
of those -- those circumstances would mitigate against a
proposal of across-the-board rate increase to recover the
escrow obligation and believe that the -- the -- the
underlying rate structure, the current rates, appropriately
reflect the consideration of those criteria, and when the
criteria are applied to the additional escrow burden, that
1t 1s a fair and equitable and consistent with all of the

volicles of the Act to propose a 5.4 percent across-the-

< Okay. Let me go back and ask my question again.
A Mm - hmm.
e I asked, 1is it your testimony then that the

conventional type of pricing witness that the Postal Service
puts forward who in their testimony deals with each product
for which a coverage is being -- or markup is being
recommended, that they discuss each product as the non-cost
criteria apply to them? That wasn’t necessary in this case
because of the unique nature of the revenue reguirement, is
that correct?

A (Nonverbal response.)

Heritage Reporting Corporation
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Q Now you -- your -- your answer went off into all
the things you considered that made no difference because,
in the end, everything was okay, but it’s not your
testimony, correct?
A I do not discuss on a subclass-by-subclass basis
the application of the specific nine pricing criteria.

However, those pricing criteria were

applied --
Q Where --
A -- in the -- in the construction of this proposal.
Q Okay. And where does the record reflect that,

rhis consideration that you discuss?

A There’s -- there’s a number of interrogatories
that discuss how we determined that this proposal was
consistent with the pricing criteria, and I believe my
testimony discusses that.

Q Well, your testimony basically says that the rates
in the aggregate are fair and equitable and this is the best
way to recover these unique expenses. Is that not the main
driving criterion, Criterion One?

A Criterion One is -- has a substantial role to play
in the -- in -- in any rate proposal, the ultimate result
must be fair and eguitable. We do go through and discuss
the number of other criterias, all of the other criterias,
and explain why we believe our proposal is consistent with
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each and every one of those criteria.

Q Could you turn to page 24 of your testimony?
These are the markup indices in the first column in Docket
No. R-2005-1 that you’re proposing, is that correct?

A Yes, 1t 1is.

o) Okay. What is the highest markup indicia in the

chart? What product does it correlate to?

A It's the combined standard mail ECR and NECR
subclasses.

0 Okay. At 1.6107?

A Yes.

Q And for comparison purposes, what is the standard

mail regular and non-profit markup indicia?

A Under the postal services proposed in this
deocket --
Q Yes.
A -- 0.666.
0 Would you agree that until Docket No. MC-95-1 when

standard regular was separated from standard ECR that --

that both of these products were part of third class mail?

A Yes.

Q And they had the same coverage in each prior
decket?

A I think it’s difficult to say that two parts of a

subclass have the same coverage, as has been pointed out in.
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first class mail between single piece
and -- and presorted.

0 Well, there are always different implicit
coverages, but they --

A I don’t think you can make the -- I'm not sure you
can reach that conclusion directly in that the implicit
coverages are not necessarily calculated prior to.

Q Is it true -- 1s it true that the Postal Service
requested and the Postal Rate Commission recommended rates
which encompassed a single explicit coverage for standard --
excuse me, for third class mail prior to MC-95-17?

).\ Yes, that’s my understanding.

Q Okay. And then within it, there may have been
1mplicit coverages on a whole variety of products, correct?

2y Yes. Presumably, those could have been calculated
by the submission data.

Q Okay. Now does the fact that the markup indicia

sl
ct
oy

€ ECR products is 1.610 and standard regular is .666,

O
do you draw any conclusion from that about how markups have
changed over the years with respect to what used to be third
class mail?

A Not having the -- the history of the markup
indices 1n front of me, I generally believe those markup
indices have -- have increased somewhat, particularly for
ECR.

Heritage Reporting Corporation
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Q Okay. And in general, you could say, could you
not, that standard regular and non-profit are way below
average and standard ECR and NECR are way above average?
A By definition of an indicia, any number below 1
would be below the average markup for the mail system as a

whole. Any average --

Q But the average is 1.0, correct?
A Yes.
Q Okay. So would you agree that standard regular

and standard non-profit are significantly below average when

standard ECR and -- and NECR are significantly above
average?

A I would agree that standard regular and non-profit
are below average. However, 1 note there are a number of
other subclasses which have markup indices that are -- are

substantially below that level.
C So you wouldn’t call it significant. You’'d say

1t’s 1insignificant mayvbe.

A Significant’s & term that's very hard to -- to
quantify. I would note that they are below the average of
1.0. However, I'd also note that, for example, periodicals

in county has a markup index of 0.048, which is --

Q Well, I'm going to let periodicals take care of
themselves and just focus you back on regular and ask you
this. 1Isn’t it true that there’s only one markup indicia

Heritage Reporting Corporation
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for ECR and NECR, and if there were a separate number for
ECR, the commercial product, that it would be higher
necessarily than thig 1.6107?

A Because of the statutory treatment of ECR and NECR
the cost numbers for those are not broken out separately and
we cannot calculate the mark-up indices for those two
subclasses separately.

Q The ECR components one would think would have had
a higher mark-up index in the absence of nonprofit, wouldn’t
vou think?

A Having not done that calculation, I don’t know.

In a very general sense, given the rate preferences for
nonprofit that’s probably not an unreasonable.

Q Let me just ask you to discuss with me the
coverage you're recommending. You don’t set out the
coverages actually in your testimony, but they’'re in your
Exhibit No. 27(b), correct?

A Yes. The test year after rates coverages are in
Exhibit No. 27(b).

0 What’s the coverage recommended for standard,
regular and nonprofitc?

A The combined standard, regular and nonprofit
subclasses is 1592.6 percent cost coverage.

Q I'm sorry. Could you repeat that number?

A The combined standard mails, regular and nonprofit

Heritage Reporting Corporation
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subclasses have a cost coverage of 159.6 percent. It's
Exhibit No. USPS 27(b) revised on June 10.

Q What is the coverage for standard ECR and NECR?

A Cost coverage for the combined ECR and NECR
subclasses is 244.1 percent.

0 Would you agree with me the difference in
percentage points is 85.5 percent higher for ECR and NECR?

A Yeah. That’s approximately the difference.

Q As the Postal Service’'s pricing witness are you
the one recommending these coverages to the Commission?

A Yes, I am.

Q What 1s the highest coverage of any postal
product?

A The highest recommended cost coverage for a
sub~lass would be the combined ECR/NECR subclass; however, I
would note that on this table we do show presort and
sautomation letters’ implicit cost coverage of 331.8 percent.

C Where in yvour testimony were the exhibits you
discuss how the noncost factors to the act justify an 85.5

ercent difference in coverage between standard regular and

3

standard ECR?

A My testimony does not discuss the specific
comparison of standard mail, regular and ECR combined with
the associated nonprofit subclasses specifically; however,
the incorpcration in the rates of the Commission’s
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cumulative assessment of the noncost pricing criteria of the
act 1s embedded in our discussion of why an across the board
increase is appropriate in this case.

Q However, there’s no specific discussion of
standard regular and standard ECR for justifying the
specific differential between the two of 85.5 percent,
correct?

A I believe our discussion of how the pricing
criteria apply to this proposal does discuss that in some
sense. We do not discuss the specific comparison, no.

Q You can’t turn to a place where you discuss ECR or
standard regular in the section of your testimony that
applies to the noncost factors of the act, correct?

A No. There’'s not a section specifically discussing
that; however --

Q Not a section, but any work, any sentence even
specifically?

A Specifically, no; however, those were considered
1n our construction of this rate proposal.

Q I'm sure everything was considered, I was just
focusing on what you actually presented to the Commission
that’s on the record. We discussed before unit
contributions and again I didn’t do the math, so all I've
got 1s 2001-1 to deal with, and there the unit contribution
of ECR and NECR was 8.133, you may recall, and regular and
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nonprofit was 5.583.

The difference is 2.550. Do you believe that the
unit contributions of various postal products is a
significant consideration that the pricing witness and the
Commission should take into account in a normal rate case?
Not just coverage, mark-up indices, but focusing now on unit
contributions, per piece contributions.

Do you think that’s an important consideration to
focus on?

A I'd like to make ocne clarifying point about the
unlt contributions which is the numbers you’re citing are,
assuming they’re accurate, from the Commission’s prior
decision. There are costing methodology differences between

that and the numbers I'm presenting here.

C Just for clarity.
A Just for clarity.
Q I appreciate that because I'm sure the numbers are

different now. I don’'t know what they are because I haven't
done the math and I'm sure we will in brief for something,
but at the moment if there were something like this, a 2.55
cent unit contribution difference between standard ECR and
standard regular what relevance does that have?

Is that a significant consideration or is that
really not where the focus ought to be, we ought to be
looking at mark-up and coverage?

Heritage Reporting Corporation
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A You need to look at the totality of the
circumstances surrounding any specific rate proposal. That
includes an examination of the mark-ups, relative mark-ups,
rate relationships and a variety of other considerations
that are not directly associated with cost and cost
coverages.

For example, the impact of a rate change on
customers. Customers don’t pay cost coverage if they don’t
pay mark-up, they pay rates. -You need to look at the
combined total of that entire picture in order to make a
determination as to what an appropriate rate proposal is.

o) Are you saying then that total look at everything
1ncludes looking at unit contributions?

A I think that’s certainly something you could look
at; however, you can’'t look at it isolation.

Q Do you think it 1s desirable to have standard ECR
and standard regular have that difference in unit
contributions? Do you have an opinion on that?

A Yes. My testimony is that those are appropriate
cost coverages given the pricing criteria of the act.

Q Well, those aren’t cost coverages at all, are
they? They’re unit contributions.

A They are implicit in the cost coverages. The
contribution is not independent of a cost coverage.

Q No, but it reflects cost also.

Heritage Reporting Corporation
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A So dpes the cost coverage.
Q Well, cost coverage doesn’'t reflect cost does it?
Isn’'t cost coverage applied to cost?
A A cost coverage as calculated reflects the level
of cost at a specific point in time.
MR. OLSON: I think I’11 end at that point. Thank
you, Ms. Robinson.
Thank you, Mr. Chairman.
CHAIRMAN OMAS: Thank you, Mr. Olson.
Is there anyone else who wishes to cross-examine
witness Robinson?
Mr. Tidwell?
MR. TIDWELL: The Postal Service would ask for
about two minutes with its witness.

CHAIRMAN OMAS: Fine. We’'ll just all sit and

walt.

Mr. Tidwell?

MR. TIDWELL: Mr. Chairman, I'm watching the rest
of my two minutes tick by. We have no redirect.

CHAIRMAN OMAS: Very good. Well, at this point
1t’s so close to lunch I think what we’ll do is we’ll take a
lunch break now before we start with witness Taufigue. Why
don't we all come back say around 1:00. Why don’t we make
it 1:15.

Mr. Hall? Yes, sir?

Heritage Reporting Corporation
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(The document referred to was
marked for identification as
Exhibit No. XEMMA-1
(revised) .)

MR. HALL: We’ve made the changes necessary on the
Exhibit No. XEMMA-1 and I'm going to have two copies to the
reporter with the assistance of my able co-counsel here.

The other thing I would like to advise you of is
I'm not sure MMA is the only one, but I believe Mr. Cutting
is up tomorrow and MMA did put in for some oral cross, but
1as now determined that probably will not be necessary.

CHAIRMAN OMAS: If you would just inform our
counsel, Mr. Hall, that would be fine. Yes, Mr. Cutting is
on schedule for tomorrow.

MR. OLSON: Mr. Chairman, Valpak also designated
witness Cutting, but we do have questions so I'm sorry, we
can’'t release him.

CHAIRMAN OMAS: Okay. That’s fine.

Mr. Swendiman?

MR. SWENDIMAN: Yes. Mr. Chairman, we’re going to
be -- let me back up a minute. The Postal Service filed the
responses of USPS witness Abdirahman last night to GCA's
interrogatories which puts it outside the designation date
for witnesses tomorrow. We plan to file that by close of
business today, our designations of that.

Heritage Reporting Corporation
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Is there anything that you wish for us to do in
connection with that since it’s going to be out of time
based on a day late of filing?

CHAIRMAN OMAS: No. That's fine.

MR. SWENDIMAN: That’s fine.

CHAIRMAN OMAS: Mr. Hall, so you have submitted
your correction?

MR. HALL: Yes.

CHAIRMAN OMAS: Without objection, they’ll be
placed in the record.

(The document referred to,

previously identified as

Exhibit No. XEMMA-1 (revised),

was received in evidence.)

CHAIRMAN OMAS: Ladies and gentlemen, we’ll see
you at 1:15.

Ms. Robinson, we’d like to thank you for your
testimony here today and you’re now excused.

(Witness excused.)

(Whereupon, at 11:49 a.m., the hearing in the
above-entitled matter was recessed, to reconvene at 1:15

p-m. this same day, Tuesday, June 28, 2005,)

/7
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(1:23 p.m.)
CHAIRMAN OMAS: Mr. Tidwell, would you please
identify your witness so that I can swear him in, please?
MR. TIDWELL: Yes, Mr. Chairman. The Postal
Service has called Altaf Taufique to the stand.
Whereupon,
ALTAF TAUFIQUE
having been duly sworn, was called as a witness
and was examined and testified as follows:
(The document referred to was
marked for identification as
Exhibit No. ABA&NAPM/USPS-
T28.)
DIRECT EXAMINATION
BY MR. TIDWELL:

Q Mr. Taufique, on the table in front of you are two
coples of a document entitled the direct testimony of Altaf
Taufigque on behalf of the United States Postal Service and
designated for purposes of this proceeding as USPS-T28.

Have you had a chance to review that document?

A Yes.

Q Was it prepared by you or under your supervision?
A Yes.

Q If you were to provide the contents of that
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document as your oral testimony today would it be the same?

VOICE: Closer to the mike.

A Sorry about that.

MR. TIDWELL: The Postal Service moves the direct
testimony of Altaf Taufique into evidence.

CHATIRMAN OMAS: 1Is there any objection?

(No response.)

CHAIRMAN OMAS: Being none, so ordered. I will
direct counsel to provide the reporter with two copies of
the corrected direct testimony of Mr. Taufique. That
testimony is received into evidence; however, as 1s our
practice it will not be transcribed.

(The document referred to,
previously identified as
Exhibit No. ABA&NAPM/USPS-T28,
was received in evidence.)

CHAIRMAN OMAS: Mr. Taufique, have you had an
opportunity to examine the packet of designated written
cross-examination that was made available to you?

THE WITNESS: Yes, sir. I have examined it.

CHAIRMAN OMAS: If the guestions in the packet
were posed to you orally today would your answers be the
same as those previously provided in writing?

THE WITNESS: Yes, they would except a couple of
corrections if I may at this point in time? On Valpak-USPS-
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T28-21, on page 2 we corrected the numeration of the
answers/responses on that page. So the top line is not (b},
(b) starts after that. There are only five parts to the
question, we've provided six responses actually.

So that has been corrected in this copy. ©n
Valpak-USPS-T28-10, subpart (f), the word take should be
taken. With those corrections, those would be my answers.

CHAIRMAN OMAS: Counsel, would you please provide
two copies of the corrected designated written cross-
examination of witness Taufique to the reporter? That
material is received into evidence and is to be transcribed
into the record.

(The documents referred to
were marked for identification
as Exhibit Nos. ABA&NAPM/USPS-
T28-1, 3 through 5 and were
received in evidence.)

(The documents referred to
were marked for identification
as Exhibit Nos. POIR2Z,

Question 4.)

//
//
//
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BEFORE THE
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INTERROGATORY RESPONSES OF
UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE (T-28)
DESIGNATED AS WRITTEN CROSS-EXAMINATION

Interrogatory Designating Parties
ABAGNAPM/USPS-T28-1 ' ABA&NAPM
ABA&NAPM/USPS-T28-3 ABA&NAPM
ABA&NAPM/USPS-T28-4 ABASNAPM
ABA&NAPM/USPS-T28-5 ABA&NAPM
ABA&NAPM/USPS-T21-20a redirected to T28 ABA&NAPM
ABAKNAPM/USPS-T21-56a redirected to T28 ABA&NAPM
ABAXNAPM/USPS-T21-56b redirected to T28 ABA&NAPM
ABA&NAPM/USPS-T21-56¢ redirected to 728 ABA&NAPM
ABA&NAPM/USPS-T21-56d redirected to T28 ABA&NAPM
ABA&NAPM/USPS-T21-56e redirected to T28 ABA&NAPM
ABA&NAPM/USPS-T21-56f redirected to T28 ABA&NAPM
ABA&NAPM/USPS-T21-62d redirected to T28 ABA&NAPM
GCA/USPS-T28-1 ABA&NAPM, GCA, MMA,
Pitney Bowes
GCA/USPS-T28-2 GCA
GCA/USPS-T28-3 GCA
MMA/USPS-T28-1a ABA&NAPM, MMA
MMA/USPS-T28-1b MMA
MMA/USPS-T28-1¢ MMA
MMA/USPS-T28-1e MMA
MMA/USPS-T21-55b redirected to T28 , ABA&NAPM
OCA/USPS-T28-1 OCA
OCA/USPS-T28-2 OCA
OCA/USPS-T28-3 OCA
OCA/USPS-T28-4 OCA
OCA/USPS-T28-5 OCA
OCA/USPS-T28-6 OCA
OCA/USPS-T28-7 OCA
OCA/USPS-T28-8 OCA
OCA/USPS-T28-9 OCA
OCA/USPS-T28-10 OCA
OCA/USPS-T28-11 OCA

OCA/USPS-T28-12 OCA
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interrogatory

OCA/USPS-T7-1 redirected to 728
OCA/USPS-T7-2 redirected to 728
OCA/USPS-T7-3 redirected to T28
OCA/USPS-T7-4 redirected to T28
OCA/USPS-T7-5 redirected to T28
PRC/USPS-POIR No.1- Qb redirected to T28
PRC/USPS-POIR No.3- Q1 redirected to T28
PRC/USPS-POIR No.6- Q7 redirected to T28

VP/USPS-T28-1
VP/USPS-T28-2
VP/USPS-T28-3
VP/USPS-T28-6f
VP/USPS-T28-7bv
VP/USPS-T28-8f
VP/USPS-T28-8b
VP/USPS-T28-9¢g
VP/USPS-T28-8h
VP/USPS-T28-10
VP/USPS-T28-11
VP/USPS-T28-12
VP/USPS-T28-13
VP/USPS-T28-16
VP/USPS-T28-17a
VP/USPS-T28-17b
VP/USPS-T28-17¢c
VP/USPS-T28-18¢
VP/USPS-T28-18d
VP/USPS-T28-18e
VP/USPS-T28-18f
VP/USPS-T28-18g
VP/USPS-T28-19
VP/USPS-T28-20
VP/USPS-T28-21a
VP/USPS-T28-21b
VP/USPS-T28-21d
VP/USPS-T28-21e

Designating Parties

OCA
OCA
OCA
OCA
OCA
Pitney Bowes

ABA&NAPM, Pitney Bowes
ABA&NAPM, Pitney Bowes,

Valpak
Valpak

NAA, Valpak
Valpak

Pitney Bowes, Valpak

Valpak
Valpak
Valpak
Valpak
Valpak
Valpak
NAA, Valpak
Valpak
Valpak
Valpak
Valpak
Valpak
Valpak
Vaipak
Valpak
Valpak
Valpak
Valpak
Valpak
Valpak
Valpak
Valpak
Valpak
Valpak
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Interrogatory Designating Parties
VP/USPS-T28-21f Valpak
VP/USPS-T28-22 NAA, Valpak
VP/USPS-T28-28a Valpak
VP/USPS-T28-29 NAA, Valpak
VP/USPS-T28-31 Valpak
VP/USPS-T28-32 Valpak
VP/USPS-T28-33 Valpak
VP/USPS-T28-34 Valpak
VP/USPS-T28-35 Valpak
VP/USPS-T28-36 Valpak
VP/USPS-T28-37 Valpak
VP/USPS-T28-46a Valpak
VP/USPS-T28-47a Valpak
VP/USPS-T28-47b Valpak
VP/USPS-T28-47¢ Valpak
VP/USPS-T28-47d Valpak
VP/USPS-T28-47e Valpak
VP/USPS-T28-47f Valpak
VP/USPS-T28-52 Valpak
VP/USPS-T28-53 Valpak
VP/USPS-T28-54 Valpak
VP/USPS-T28-55 Vaipak
VP/USPS-T28-56 NAA, Valpak
VP/USPS-T28-57 Valpak

VP/USPS-T28-58 Valpak
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO ABA&NAPM INTERROGATORY
REDIRECTED FROM WITNESS ABDIRAHMAN

ABA&NAPM/USPS-T21-56.

a. Please confirm that in MC95-1, based on its cost models, the USPS
proposed an initial “prebarcode” discount for the then-new basic automation
rate of 5 cents.

b. Please confirm that in its OQ&RD, the Commission set the basic automation
discount at a much higher level of 5.9 cents, or 0.9 cents higher than your
proposed discount.

o Please confirm that in MC95-1, based on its cost models, the USPS proposed
a 3 Digit Presort discount of 7 cents.

d. Please confirm that in its O&RD, the Commission set the 3 Digit Presort
discount at a lower level of 6.6 cents, or 0.4 cents lower than your proposed
discount.

e. Please confirm that in MC95-1, based on its cost models, the USPS proposed
an initial 5 Digit Presort discount of 8.5 cents.

f. Please confirm that in its O&RD, the Commission set the 5 Digit Presort
discount at a lower level of 8.2 cents, or 0.3 cents lower than your proposed
discount.

g. In light of your answers to a. — f. above please confirm that the net impact of
the Commission's changes to your proposed worksharing rates was to
emphasize barcoding more and presorting less.

RESPONSE

a. Confirmed.

b. Confirmed.

c. & d. Confirmed, except that the rates cited are for 3-digit Automation letters.

e. & f Confirmed, except that the rates cited are for 5-digit Automation letters.

g. Not confirmed. The recommended decision in Docket MC95-1 disagrees with
the conclusion drawn by your question. In paragraph 5047 of the Opinion and
Recommended Decision it is stated: “By recommending rates for discounted
categories that reflect savings produced by presortation, preparation to ensure

compatibility with automated processing, and other worksharing activities, the



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO ABA&NAPM INTERROGATORY

ABA/NAPM-T28-1. Please refer to Table 1A to your response to POIR No. 3, # 1.
Please confirm that the title of this table ("Passthroughs Calculated Using the Postal
Service Methodology") refers to the method of calculating the passthrough on the entire
discount and not merely on the increment; and that the passthroughs in such Table 1A
are based upon the mail processing unit costs from LR -K-110, revised 05/24/05.
Please prepare an equivalent table showing the resuiting Percentage Passthroughs
utilizing the differentials which result from the Worksharing Related Savings which result
from Mr. Abdirahman’s response to ABA/NAPM-T21-55 [ i.e., utilizing delivery unit costs
of all First Class Mail Nonautomation Presort Letters as the proxy for delivery unit costs
of the benchmark, Metered Letters, as the Commission did in the last non-settled rate
case ( R-2000-1)].

RESPONSE:

Confirmed that the title of Table 1A prepared in response to POIR No. 3, Question 1
refers to the method of calculating the passthrough on the entire discount and not
merely on the increment; and that the passthroughs in this table are based upon the
mail processing unit costs from USPS-LR -K-110, revised 05/24/05.

The attached table shows the requested calculation and is based on the assumptions

provided in ABA/NAPM-T21-55 to witness Abdirahman.
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Attachment ABA/N, ~T28-1

Table 1A. Passthroughs Calculated Using the Postal Service Methodology’

3-Digit 5-Digit
Nonautomation Automation Automation

Presort Mixed AADC AADC Letters Letters
Single Piece 39.0 39.0 39.0 39.0 39.0
Discounted Rate 371 326 317 30.8 29.3
Discount 1.90 6.40 7.30 8.20 9.70
Benchmark 17.717 17.717 17.717 17.717 17.717
Workshare Unit Cost 25.708 9.072 7.973 7.562 6.237
Differential -7.991 8.645 9.744 10.155 11.480
Percentage Passthrough -24% 74% 75% 81% 84%

'This table has been prepared to respond to interrogatory ABA/INAPM-T28-1. The calculations are
the same as Table 1A that was prepared in response to POIR # 3, Q. 1. The cost numbers reflect the
assumptions listed in ABA/NAPM interrogatory ABA/NAPM-T21-55 applied to PRC-LR-K-110 as
requested in the question.

Carrier Route

Automation
Letters

Carrier Route
5-Digit 29.3
Discounted Rate 29
Discount 0.30
Benchmark (6-Digit Manual) 9.091
Carrier Route 8.034
Differentiai 1.056

Percentage Passthrough 28%

Ul
i
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO ABA&NAPM INTERROGATORY

ABA&NAPM/USPS-T28-3. In response to Presiding Officer Information Request
Number 6, question 7, dated June 14, 2005, you state “both methods of calculating
passthroughs would be equivalent if the incremental method utilizes a 100 [percent]
passthrough at each level”. Please refer to the attached Tables 1, the original from
POIR #6, and the changes made to that table labeled as “From ABA&NAPM.”

a. Please confirm in Table 1 “From ABA&NAPM’, that the incremental passthroughs

are 100% for rate category B, and also 100%, not 300%, for rate category C.
b. Please confirm that this new result arises from re-estimating the USPS worksharing

cost by +2 for rate category B.
c. With the data provided in Table 1 “From ABA&NAPM?”, please show that your

method of calculating the passthrough is “equivalent” per your answer quoted above.

RESPONSE

a. Confirmed, based on the changes made to Table 1 in your interrogatory.

b. Confirmed.

¢. You have already shown that in your example by showing both approaches in

that table.

(@]
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Response of Postal Service Witness Taufique to POIR No. 6, Question 7 - REVISED JUNE 23, 2005

Rate Categry
A (no wis)
B (some wis)

C (more wis)

Rate Categry
A (no wis)
B (some wis)*

C (mora wis)

From POIR #6
Table 1. Comparison of Incremental and Cumulative Passthroughs
Traditional Approach USPS Proposed Approach
Incremental Cumutative
USPS
Worksharing Postage Cost Cost
Cost Rate Avoidance Discount Passthrough Avoidance Discount Passthrough
20 30
13 25 7 5 1% 7 S 1%
12 22 1 3 300% 8 8 100%
From ABAANAPM
Table 1. Comparison of Incremental and Cumuiative Passthroughs
Traditional Approach USPS Proposed Approach
incremental Cumulative
usPs
Worksharing Postage Cost Cost
Cost Rate Avoidance Discount Passthrough Avoidance Discount Passthrough
20 30
15 25 ] 5 5 100% 5 5 100%
12 22 3 3 100% 8 8 100%

" Where source of problem is with rate category B, not C.

Rate Categry
A (no wis)
B (some w/s)

C (more wis)

Rate Categry
A (no wis)
B (some wis)

C (more wis)

From POIR #6
Table 2. Demonstration of Results of Hidden Inefficient Signal
Mailer Expense Society Costs
Mailer Postage Mailer Postage
Worksharing Rate Total Worksharing Rate Totail
0 30 30 [ 20 20
4 25 29 4 13 17
6 22 28 6 12 18
From ABA&ZNAPM
Table 2. Demonstration of Results of Efficient Price Signal
Mailer Expense Soclety Costs
Mailer Postage Mailer Postage
Worksharing Rate Total Worksharing Rate Total
0 30 30 0 20 20
2 25 27 2 15 17
4 22 26 4 12 16
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO ABA&NAPM INTERROGATORY

ABA&NAPM/USPS-T-28-4. The “hypothetical” raised in POIR #6 with the 300%
incremental passthrough is the same as the issue raised in POIR #3, Question 1.
Please refer to Table 1 and the calculated 219% incremental passthrough for
automated 3 digit presort FCLM, utilizing the residual mail category AADC. As
constructed both the hypothetical and the earlier POIR might lead to an inference that
considering this one rate making factor alone, the automated 3 digit presort rate might
be too low, and the discount associated with it too high.

a. Please confirm relying on the information in ABA&NAPM-T28-3 above, that an
equally plausible inference is that the source of the greater - than - 100% incremental
passthrough for hypothetical rate category C [or the automated 3 digit presort rate in
this case] is that the USPS worksharing cost for category B [or the AADC rate] is set
too low.

b. Please confirm that adjusting the USPS “worksharing cost” for rate category B in
Table 1 “From ABA&NAPM,” causes the incremental passthrough for rate category

C to fall from 300% to 100%, and for rate category B to rise from 71% to 100%.

c. Please confirm that the incremental passthrough changes noted in b. are the result of
altering the cost for rate category B and B alone, and that no other factor is changed.
d. Please confirm that in MC385-1, the Postal Service proposed an initial 26 cent Basic
Automation rate for that new rate category while maintaining the single piece rate at 32
cents.

e. Please confirm that in MC95-1, the Postal Rate Commission in its Opinion and
Recommended Decision proposed a 25.1 cent Basic Automation rate, a 0.9 cent lower
rate than proposed by the Postal Service, and that this rate was implemented and put
into effect.

f. Please confirm that the incremental passthrough set by the Commission in
establishing that initial Basic Automation rate of 25.1 cents was 78%, not 100% (see
MC95-1, O&RD, pp. IV-136-1V-137, para [4302]).

g. Please confirm that to keep its MC95-1 changes to the USPS rate proposals revenue
neutral in the FCLM letters subclass, the Commission also raised the 3 Digit and 5 Digit
presort rates for automation letter mail above the USPS proposals.

h. Please confirm that the current mixed AADC and AADC rates used to establish the
incremental passthrough in Table 1 of POIR #3, Question 1 are the result of “de-
averaging” the Basic Automation rate established in MC95-1.

RESPONSE
a. The determination of whether a rate is set appropriately depends on a host of
factors enumerated in the pricing criteria and other factors as evaluated by the
Commission. A single passthrough, whether determined incrementally or for total

worksharing, is not the sole criterion on which a rate would be deemed
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO ABA&NAPM INTERROGATORY

RESPONSE to ABA/USPS-T28-4 (continued):

appropriate. If your question addresses solely the issue of an incremental
passthrough of greater than 100 percent for 3-Digit First-Class Mail automation
letters, it is correct that the incremental passthrough of less than 100 percent at
the previous level does affect the incremental passthrough at the 3-Digit level. A
passthrough of less than 100 percent results in a relatively lower discount and a
relatively higher rate than would be the case with a passthrough equal to 100
percent, all other factors equal. As discussed in my responses to POIR 6,
Question 7, appropriate rate design requires the consideration of many factors
other than just the incremental passthrough associated with a given level of
worksharing.

b. Confirmed. The adjustment made to worksharing costs results in a change in
passthrough for levels B and C and produces a 100 passthrough for both of
these levels in your example, as shown in Table 1.

c. Confirmed.

d. Not confirmed. The Postal Service proposed a 27-cent rate for First-Class Mail
Basic Automation Rate Letters.

e. Not confirmed. The Commission recommended a rate of 26.1 cents for First-
Class Mail Basic Automation. | can confirm that the difference between the rates
27 cents (USPS proposal for Basic Automation) and 26.1 cents (Commission
recommendation for Basic Automation) is 0.9 cents.

f. Confirmed.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO ABA&NAPM INTERROGATORY

RESPONSE to ABA/USPS-T28-4 (continued):

g. | can neither confirm nor reject the hypothesis. The Commission’s recommended

decision speaks for itself.

h. Confirmed. The current Mixed AADC and AADC rate categories are the result of
de-averaging First-Class Mail Basic Automation Letter rates in Docket No.
R2001-1. | can also confirm that the Basic Automation rate category was

established as result of Docket MC95-1.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO ABA&NAPM INTERROGATORY

ABA&NAPM/USPS-T-28-5. In response to Presiding Officer Information Request
Number 6, question 7, dated June 14, 2005, you demonstrate that worksharing in your
numerical example change to Table 2 “wouid provide the lowest combined cost to the
society”. However, your numerical example, by increasing the worksharing cost from 4
to 5.5, produces a total mailer expense of 30.5 for doing the worksharing in rate
category B, while the total mailer expense for rate category A with no worksharing is
only 30. It is not clear that makes sense, or that worksharing would occur under such
circumstance. Please refer to Table 2 “From ABA&NAPM” in the attachment.

a. Please confirm that the total society costs are lower for rate category C than they are

for rate category A or B.
b. Please confirm that the total mailer expense gets lower and lower, the more

worksharing that is done, i.e. Ato B, and Bto C..

c. Please confirm that the lowest total society costs exist when the most worksharing is

done, i.e. 16 for rate category C.
RESPONSE
The purpose of the example in my response to POIR No. 6, Question 7 was to
demonstrate that a different set of cost numbers for the mailer’s portion of the work
may lead to an opposite result regarding the total cost to the society. | was not
intending to provide a set of numbers that realistically represents the worksharing
choices that face customers. The purpose of this example was to point out that the
Postal Service and the Commission do not know mailer’'s actual costs. As a result,
changes or errors in estimating mailers’ costs may appear to make choice C better
for the society; however, a true assessment of the actual benefits to society cannot
be known because the true value of mailers' costs is unknown.
a. Confirmed, based on the assumptions used in the example regarding the Postal

Service’s cost structure, mailer’s costs and postage rates.

b. Confirmed, based on the assumptions used in the example regarding the Postal

Service's cost structure, mailer’s costs and postage rates.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO ABA&NAPM INTERROGATORY

RESPONSE to ABA/USPS-T28-5 (continued):

c. Confirmed, based on the assumptions used in the example regarding the Postal

Service’s cost structure, mailer’s costs and postage rates.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE

TO ABA&NAPM INTERROGATORY
(REDIRECTED FROM WITNESS ABDIRAHMAN)
Revised: May 26, 2005

ABA&NAPM/USPS-T21-20. The Commission’s POIR #3 at Table 1 shows a
passthrough percentage on the spread between FCLM AADC and 3-digit presort letters
of 218%, and a corresponding passthrough in Table 3A for a Standard A Regular 3-digit
presort letter of 49%.

a.

Response:

Please confirm that the difference in passthroughs between 218% and
49% is based in part on using a relatively high cost non-automation
presort letter for benchmarking the Standard A 3 digit “costs avoided”
versus using a relatively low cost basic automation presort letter for
benchmarking the FCLM 3 digit costs avoided.

Please create two columns, one each for the 3 digit FCLM letter and 3
digit Standard A Regular letter, and list each activity, productivity, and unit
cost from your mail flow models by 3 digit MODS associated with
producing that 3 digit letter in each case.

If differences in these activities in b., or differences in the “costs avoided”
benchmark in a. do not fully explain the differences between the above
percentages, please break down the difference by percentage difference
accounted for, e.g. 30% of the 169% difference is due to factor x, another
40% is due to factory, etc.

a. The Postal Service uses Bulk Metered Mail as the benchmark for estimating

worksharing cost savings for First-Class Mail. Using this benchmark, the

passthrough for the First-Class 3-Digit automation letter is 107 percent instead of

219 percent (based on the revised cost estimates for First-Class automation

letters). See my response to POIR3, Question1. My understanding is that the

Commission agrees with the Postal Service methodology. The Opinion and

Recommended Decision for Docket No. R2000-1, stated: “The Commission

continues to accept bulk metered mail as the appropriate benchmark for

determining the worksharing cost savings for First-Class Mail.” See PRC Op.

R2000-1, page 241, {[5089.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO ABA&NAPM INTERROGATORY
(REDIRECTED FROM WITNESS ABDIRAHMAN)

Revised: May 26, 2005

Response to ABA&NAPM/USPS-T21-20(a) (continued):

Standard Mail 3-Digit presort letter passthrough is 48 percent (based on the
revised cost estimates for Standard Mail automation letters) and uses the 3/5-

Digit sorted nonautomation letters category as the benchmark. Please see my

response to POIR3, Question 1.

itness Ahdirahman, USPS-T-21
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO ABA&NAPM INTERROGATORY
REDIRECTED FROM WITNESS ABDIRAHMAN

ABA&NAPM/USPS-T21-62. In your answer to ABAS&NAPM/USPS-T21-27, you cite a
Commission statement from R2000-1 that "BMM letters is the mail most likely to convert
to worksharing.”

a. Are you aware that the RCR read rates for processing single piece letters
have increased substantially since R2000-1 due to better camera technology,
and that compared to R2000-1, the “calculated total” TY unit mail processing
costs for single piece letters has dropped in USPS witness Smith’s spread
sheets from 12.3 cents in R2000-1 (see LR-1-81) to 11.421 cents in this case
(see LR-K-53).

b. Are you aware that presort bureaus and worksharing mailers also use the
improved camera technology that has enabled more successful RCR read
rates, and less manual keying in of OCR machine-unreadable addresses?

C. Please confirm that the difference in unit mail processing costs has shrunk
dramatically between BMM/single piece metered and other single piece
letters in USPS witness Smith’'s above referenced TY spreadsheets between
R2000-1 and R2005-1, namely from 114.2% of the single piece unit cost
(using the s. p. metered letter as reference) in R2000-1 to only 104.7%.

d. With the cost of processing all single piece letter mail in First Class rapidly
converging to the costs of processing metered mail, what practical relevance
does any metered mail benchmark (whether bulk or non-bulk) have any
longer as a benchmark?

e. Assuming presort bureaus had equitable access relative to the Postal
Service for all collection box mail, including blue boxes, residential mail boxes
and other pick-up sources for First Class single piece letter mail, and
assuming the costs of sorting BMM and other single piece mail were basically
equivalent, please confirm that BMM would be no more likely to “convert to
worksharing” than any other First Class single piece letter mail. If you do not
confirm please fully explain your answer, including but not limited to a full
economic explanation of why the apparent changes in, and convergence of,
the relative costs of processing metered versus other single piece letter mail
would not act as a strong economic signal for presort bureaus to process
USPS collection box mail as willingly as BMM.

RESPONSE

a-c- Response provided by witness Abdirahman.
d. I would like to note that in this docket the proposed rates are not based on
cost savings estimated by witness Abdirahman (USPS-T-21) so the issue of

benchmark to calculate the cost savings is not relevant.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO ABA&NAPM INTERROGATORY
REDIRECTED FROM WITNESS ABDIRAHMAN

RESPONSE to ABA&NAPM/USPS-T21-62 (continued):

Also, the assumption of convergence of single piece letters and metered mail
single piece letters is based on two observations, TY2001 (see LR-{-81) and
TY2006 (See LR-K-53). One additional observation from TY2003 (see LR-J-
53) used in Docket No. 2001-1 may not necessarily support the hypothesis of
convergence. It is possible that cost estimates for these two mail streams
may continue to converge. If that appears to be the case, the Postal Service
and the Commission may have to evaluate the benchmark issue in the
context of a traditional case, in light of the totality of other circumstances of
that particular filing.

During past three omnibus rate cases, Bulk Metered Mail (BMM) was the
Commission approved benchmark for First-Class Mail categories. Please see
PRC Op., R2000-1, paragraph 5089, which states that the Commission “also
views a benchmark as a “two-way street.” It represents not only that mail
most likely to convert to worksharing, but also, to what category current

worksharing mail would be most likely to revert if the discounts no longer

outweigh the cost of performing the worksharing activities.”

directly from posta

reflect the currep




Revised May 11, 2005

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF THE GREETING CARD ASSOCIATION

GCA/USPS-T28-1. Please refer to pages 4-6 and Table 1 of your prepared testimony,
USPS-T28. USPS witnesses Potter (USPS-T1, pp 4-5, 7) and Robinson (USPS-T27,
pp. 6-8) state the purpose of this case is to raise sufficient additional revenue to
discharge the Public Law 108-18 escrow obligation, by means of substantiaily equal
increases for substantially all categories. In view of this purpose, what is the rationale
for enlarging the discount for certain First-Class Presorted and Automation heavy
pieces? In addition to explaining this rationale, please furnish any documents in which
such rationale or the considerations underlying its development are set forth.

RESPONSE:

Generally speaking, all discounts were increased by the overall across-the-board
increase of 5.4 percent to ensure that the resulting discounted rates were increased by
the same percent, with due regard for rounding constraints for the various rate cells.

If the discounts were held at the current level, while the base from which the
discounts are calculated (i.e., the First-Class Mail single piece rate) was increased by
5.4 percent, then the discounted rates would increase by a substantially higher percent
than the 5.4 percent target. For example, the attached Excel sheet shows the impact of
holding the discounts at the current level. The First-Class Mail nonautomation presort
rate would increase by 5.7 percent, compared to the proposed increase of 5.4 percent.
Mixed AADC, AADC, 3-Digit and 5-Digit Automation Letter rates would increase by 6.5,
6.6, 6.8, and 7.2 percent, respectively compared to the proposed increases of 5.5, 5.3,
5.5, and 5.4 percent, respectively.

The example of a 4 ounce piece provided in the attached sheet also
demonstrates that if the heavy-piece discount is kept constant while other rates
increase by 5.4 percent, the postage impact on the 4 ounce piece is higher than 5.4

percent.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF THE GREETING CARD ASSOCIATION

Response to GCA/USPS-T28-1, Page 2 of 2

We believe that it is fair and equitable for these mail categories to pay the same
percent increase as all other rate categories in the subclass. | would also note that,
although workshared First-Class Mail is not a subclass, the proposal along the lines
suggested in your question would cause these workshare rate categories, which have
an implicit cost coverage exceeding all of the subclasses and whose unit cost has in
fact declined 2.8 percent (between FY2000 and FY2004), to bear a disproportionate

share of the escrow burden.



Presorted and Automation Rates

Single-Piece

Presorted
First Qunce

Discount
Automation Letters
Mixed AADC

Discount

\ADC
Discount

3-Digit

5-Digit

Automation Heavy Pieces

First Ounce
Additional Ounces
Heavy Piece Discount

Attachment to GCA/USPS-T28-1

Current Rate

0.37

0.352

0.018

0.309

0.061

0.301
0.069

0.292
0.078

0.278
0.092

RATE CHANGES WITH CONSTANT DISCOUNTS

Proposed
Rate
wi/constant
Discounts
0.39

0.372

0.329

0.321

0.312

1 0.298

4 Ounce Automation Piece - 3 Digit Presort

Current

0.292
0.675
-0.041
0.926

Proposed
wiconstant
Heavy Pc.
Discount

0.308

0.711

-0.041

0.978

Percent
Change

(Col. DICol.B)-1
Not Applicable

5.7%

6.5%

6.6%

6.8%

7.2%

5.6%
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF THE GREETING CARD ASSOCIATION

GCA/USPS-T28-2. Did the Postal Service estimate the amount of revenue that would

e forgone by increasing the heavy-piece discount referred to in Interrogatory
GCA/USPS-T28-1?7 If your answer is not an unqualified “no,” please provide such
estimate and any and all underlying calculations.

RESPONSE:

No. The total revenue resulting from the proposed First-Class Mail Letters and Sealed
Parcels subclass would not necessarily be different. In general, rates are proposed that
meet a revenue target for a subclass as a whole. If, as in your hypothetical, the heavy-
piece discount were not increased (i.e., rates for heavy pieces were higher), it is likely
that there would have been reductions in some other rates in the Letters and Sealed
Parcels subclass. The Postal Service did not estimate the revenue effect of not
increasing the heavy-piece discount as suggested by interrogatory GCA/USPS-T28-1,
"olding other proposed rates constant. The calculation is fairly simple and is provided
in the attached sheet. The amount is estimated to be approximately $760,000,
assuming no additional volume effect. Please see the attached sheet for the simple
calculation that utilizes the estimate of TYAR heavy-pieces and takes the difference
between the product of this estimated volume and the existing discount, and the product

of the estimated volume and the proposed discount.



Nonautomation Presort
Automation Presort Letters
Automation Presort Flats
Automation Carrier Route Letters 734

Attachment to GCA/USPS-T28-2

“teavy Pieces - USPS28Aspreadsheets.xls, worksheet FM-4

TYAR Volume Current Discount
72,133
90,719
216,089
379,675 0.041
3 15,567 $

759

Proposed Discount

0.043
16,326



575
RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF THE GREETING CARD ASSOCIATION

GCA/USPS-T28-3. Did the Postal Service estimate the amount of revenue that would
he obtained by raising the non-machinable surcharge for single-piece First-Class

atters from 12 cents to 13 cents? If your answer is not an unqualified “no,” please
provide such estimate and any and all underlying calculations.

RESPONSE:

No. The total revenue resulting from the propbsed First-Class Mail Letters and Sealed
Parcels subclass would not necessarily be different. In general, rates are proposed that
meet a revenue target for a subclass as a whole. If, as in your hypothetical, the single-
piece nonmachinable surcharge were not increased (i.e., rates for nonmachinable
single-pieces were lower), it is likely that there would have been increases in some
other rates in the Letters and Sealed Parcels subclass. The Postal Service did not
estimate the amount of revenue that would be obtained by raising the non-machinable
surcharge for single-piece First-Class Mail letters from 12 cents to 13 cents, holding all
sther proposed rates constant. The calculation is fairly simple and is provided in the
attached sheet. The amount obtained is estimated to be approximately $4.8 million,
assuming no additional volume impact. Please see the attached sheet for the simple
calculation that utilizes the estimate of TYAR non-machinable pieces and Vtakes the
difference between the product of the estimated volume and the existing surcharge, and

the product of the estimated volume and the proposed surcharge.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORY OF MAJOR MAILERS ASSOCIATION,
REDIRECTED FROM WITNESS ABDIRAHMAN

MMA/USPS-T21-55

Please refer to your response to Interrogatory MMA/USPS-T21-12, which sought
information regarding your knowledge of specific enumerated workshare
activities performed by a High Volume (HV) First-Class workshare mailer
(defined as a mailer that mails on its own behalf and/or on behalf of other First-
Class mailers at least 5 million pieces per month). In your response, you state |
am not an expert on how HV workshare mailers perform their internal mail
preparation operations, nor is it necessary for me to understand the mailer’s [sic]
Activities.”

A. Please explain how you can possibly provide accurate estimates of postal
cost savings due to worksharing if you do not understand nor are you
familiar with the specific requirements, in addition to those listed in postal
regulations, that comprise worksharing?

B. Please explain your view of how changes in technology have changed the
nature and extent of mailer worksharing over the past ten years.

RESPONSE:

A. To capture the savings associated with workshare mail, that mail must be
prese}nted in compliance with postal requirements. However, different
customers may use different methods to meet the requirements.
Consequently Postal Service analysts may not know all the specific mail
preparation activities that high volume or other mailers undertake to meet
postal requirements. But our analysts are well aware of how mail
qualifying for specific rates is presented to the Postal Service and its
implication on Postal Service operations.

B. Mail processing technology both within and outside the Postal Service has
changed tremendously over the last few years. The role of technoIAogy
combined with rate incentives has led to increased worksharing in all

classes of mail.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO MAJOR MAILERS ASSOCIATION INTERROGATORY

MMA/USPS-T28-1. Please refer to your proposed rates for First-Class letters,
especially as they pertain to the first and second ounces.

A. Please confim that the Postal Service has proposed to increase the rate
digression between the first ounce and second ounce for First-Class

letters. If you cannot confirm, please explain.

B. Please review the following table of current and proposed rates and
digressions between and either confirm that the numbers are correct or
make any necessary corrections.

First-Class Current | Current | Current | Proposed | Proposed | Proposed

Rate First- Second | Rate First- Second- | Rate

Category Ounce | -Ounce | Digressi | Ounce Ounce Digression
Rate Rate on Rate Rate

Single Piece | 37.0 23.0 62% 39.0 240 65%

Presorted 35.2 225 64% 37.1 23.7 67%

Mixed AADC | 30.9 22.5 73% 32.6 23.7 77%

AADC 30.1 22.5 75% 31.7 23.7 79%

3 Digit 29.2 225 77% 30.8 23.7 81%

5 Digit 27.8 22.5 81% 29.3 23.7 85%

Carrier Route | 27.5 225 82% 29.0 23.7 86% B

C. Please confirm that for standard automation and regular letters, the rate
digression between the first and second ounces is 0 %. If you cannot
confirm, please explain.

D. Please explain the rationale for increasing the rate digression between the
first and second ounces for single piece and workshare First-Class letters.

E. Please explain the rationale for why First-Class workshare letters should
have a significantly higher rate digression between the first and second
ounces than single piece letters have.

RESPONSE:

A. Confirmed. | would note that the percentage calculation of degression is different
from any other discussions in the past by the Postal Rate Commission and the
Postal Service, to the best of my knowledge. Instead, degression has always
been defined as the absolute gap between the first ounce rate and the additional
ounce rate. In this case, that gap has increased in every instance. Also, | would
note that if degression is defined as the ratio of the additional ounce rate to the

first-ounce rate, then the proposed rate degression would be the same as the
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE 578
TO MAJOR MAILERS ASSOCIATION INTERROGATORY

RESPONSE to MMAJUSPS-T28-1, Page 2 of 3:

current rate degression in the table provided, e.g., 23 cents divided by 37 cents
provides ratio of 62 percent, which is the same as 24 cents divided by 39 cents.
B. Not confirmed. | have provided two corrected tables. The first, Table A, uses the
definition of degression used in your question. The second, Table B, uses the
definition of degression commonly used by the Postal Service and the
Commission. Also | have changed the headings “Current Second-Ounce Rate”
and “Proposed Second-Ounce Rate” to “Current Additional-Ounce Rate” and

“Proposed Additional-Ounce Rate.”

Table A
First-Class Current | Current Current | Proposed | Propos | Proposed
Rate First- Additional- | Rate First- ed Rate
Category Ounce | Ounce Degres | Ounce Additio | Degressi
Rate Rate sion Rate nal- on
Ounce
Rate
Single Piece | 37.0 23.0 62% 39.0 24.0 62%
Presorted 35.2 225 64% 37.1 23.7 64%
Mixed AADC | 30.9 22.5 73% 32.6 23.7 73%
AADC 30.1 22.5 75% 31.7 23.7 75%
3 Digit 29.2 22.5 77% 30.8 23.7 77%
5 Digit 27.8 22.5 81% 29.3 23.7 81%
Carrier Route | 27.5 22.5 82% 29.0 23.7 82%




RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE

TO MAJOR MAILERS ASSOCIATION INTERROGATORY
RESPONSE to MMA/USPS-T28-1, Page 3 of 3:

Table B
First-Class Current | Current Current | Proposed | Propos | Proposed
Rate First- Additional- | Rate First- ed Rate
Category Ounce | Ounce Degres | Ounce Additio | Degressi

Rate Rate sion Rate nal- on

' Ounce
Rate

Single Piece | 37.0 23.0 14.0 39.0 24.0 15
Presorted 35.2 225 12.7 37.1 23.7 13.4
Mixed AADC | 30.9 22.5 8.4 32.6 23.7 8.9
AADC 30.1 225 7.6 31.7 23.7 8.0
3 Digit 29.2 225 6.7 30.8 23.7 7.1
5 Digit 27.8 225 5.3 28.3 23.7 5.6
Carrier Route | 27.5 22.5 5.0 29.0 23.7 5.3

C. Confirmed. ltis also worth noting that the Standard Mail rate structure is

considerably different in many other respects. As such, it is difficult to look at

the rate degression issue in isolation.

D. Redirected to witness Robinson.

E. | do not agree with the definition of rate degression used in your question. Based

on the traditional definition (absolute difference between the first-ounce and

additional-ounce rates), the rate degression actually shrinks as the level of

workshare increases. This relationship changes because the workshare

discounts are based upon cost avoidance and are applied to the first-ounce rates

rather than the additional ounce rates.
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T28-1. Please refer to your testimony, Tables 11 and 12, the “Summary of
Revenues” for the test year before rates and after rates, respectively. Please provide
the “Summary of Revenues” for Fiscal Years 2004 and 2005 in the same manner as the
test year before rates and after rates “Summary of Revenues” shown in Exhibit USPS-
28A, Tables 11 and 12.

Response:

The summaries of revenues for Fiscal Years 2004 and 2005 are attached to this

response.
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Attachment to
OCA/USPS-T28-1 Page 10f6
SUMMARY OF REVENUES
FISCAL YEAR 2004
(thousands)
Postage plus Postage Plus
Unallocated Allocated Revenue per
MAIL SERVICE Volume ' Fees ' Fees' Fees Piece
First-Class Mail
Letters Subclass
Single Piece Letters 45,161,746 20,480,266 246,608 $20,726,874 0.4589
Non-Automation Presort 2,159,312 875,945 875,945 0.4057
Automated and Carrier Route 45 174,506 13,593,917 13,593,917 0.3009
NSA Adjustment? 68,385 (2,143) (2,143) (0.0313)
Total Worksharing 47,333,818 14,469,862 35,526 14,505,388 0.3064
Total Letters Subclass 92,495 564 34,950,128 282,134 35,232,262 0.3809
Cards Subclass
Post Cards - Single 2,525,931 601,675 13,011 614,686 0.2434
Non-Automated Presort Cards 394,264 83,559 83,559 0.2119
Automated and Carrier Route Post Car 2.510,637 456,286 456,286 0.1817
Total Worksharing Cards 2,904,901 539,845 2,170 542,015 0.1866
Total Cards Subclass 5,430,832 1,141,520 15,181 1,156,701 0.2130
Business Reply Fees 221,834 (221,834) -
Domestic Mail Fees 75,481 (75,481) -
{otal First-Class Mail 97,926,396 36,388,963 - 36,388,963 0.3716

First-Class Mail postage = 36,091,648

Priority Mail
Priority Mail 848,633 4,419,823 1,666 4,421,489 5.2101
Domestic Mail Fees 1,666 (1,666) -
Total Priority Mail 848,633 4,421,489 - 4,421,489 5.2101
Express Mail 54,123 852,800 - 852,800 15.7567
Periodicals
In-County 760,020 71,950 1,640 73,590 0.0947
Outside County
Regular-Rate 6,462,076 1,753,513 13,947 1,767,460 0.2735
Nonprofit 1,850,746 330,511 3,994 334,505 0.1807
Classroom 62,430 15,926 135 16,061 0.2573
Total Outside County 8,375,252 2,099,951 18,076 2,118,027 0.2529
Domestic Mail Fees 19,716 (19,716)
Total Periodicals 9,135,272 2,191,617 - 2,191,617 0.2399

Periodicals postage = 2,171,901



Attachment to

OCA/USPS-T28-1 Page 2 of 6

SUMMARY OF REVENUES
FISCAL YEAR 2004
(thousands)

Postage plus
Unallocated

Postage Plus
Allocated Revenue per

MAIL SERVICE Volume ' Fees ' Fees' Fees Piece
Standard Mail
Regular and Nonprofit
Regular 50,776,236 11,109,644 15,354 11,124,998 0.2191
Nonprofit 11,791,584 1,553,226 52,041 1,605,267 0.1361
Total Regular and Nonprofit 62,567,820 12,662,870 67,395 12,730,265 0.2035
Enhanced Carrier Route and NECR
Enhanced Carrier Route 30,345,448 5,108,781 8,176 5,117,957 0.1687
Nonprofit Enhanced Carrier Route 2,650,253 243,189 11,697 254,886 0.0962
Total ECR and NECR 32,995,701 5,351,970 20,873 5,372,843 0.1628
Bulk Mailing Fees 61,252 (61,252)
Domestic Mail Fees 27,016 (27,016)
Total Standard Mail 95,563,521 18,103,108 0 18,103,108 0.1894
Package Services
Parcel Post
Non Destination Entry 109,963 688,228
Destination Entry 265,655 553,868
Total Parcel Post 375,618 1,242,096 910 1,243,005 3.3092
Bound Printed Matter 553,666 583,229 1,122 584,350 1.0554
Media Mail 186,229 348,705 536 349,240 1.8753
Library Rate 16,415 30,297 84 30,380 1.8507
Domestic Mail Fees 2,198 (2,198) -
Special Handling 436 (436) -
Parcel Airlift Fees 17 (a7 )
Total Package Services 1,131,928 2,206,976 0 2,206,976 1.9497
US Postal Service Mail 529,326 0 0 - -
Free Mail for the Blind and Handicapped 71,082 0 0 - -
Total Domestic Mail 205,260,281 $64,164,952 § 0 $64,164,952 0.3126




Attachment to
OCA/USPS-T28-1 Page 3 of 6

SUMMARY OF REVENUES
FISCAL YEAR 2004

(thousands)
Postage plus Postage Plus
Unallocated Allocated Revenue per
MAIL SERVICE Volume ' Fees ' Fees' Fees Piece
Special Services
Registry 5,009 56,560 56,560 11.2916
Insurance 51,514 122,467 122,467 2.3774
COD 1,905 11,235 11,235 5.8978
Certified Mail 273,701 629,512 629,512 2.3000
Delivery Confirmation 590,598 67,130 67,130 0.1137
Signature Confirmation 8,743 13,744 13,744 1.5719
Money Orders® 187,211 236,268 236,268 1.2620
Return Receipts 242,166 456,132 456,132 1.8835
Stamped Cards 96,807 1,936 1,936 0.0200
Stamped Envelopes 334,374 20,000 20,000 0.0598
Box/Caller Service 15,080 779,877 779,877 51.7161
Other* 19,788 19,788 n/a
Total Domestic Special Services 1,807,108 2,414 649 2,414,649 1.3362
Total Mail & Services 205,260,281 $66,579,601 $66,579,601

~Notes:

Library Reference K-77, Billing Determinants, with Special Service fee revenues from LR-K-115, USPST28C.
Library Reference K-115, Worksheets FCM5 to FCM11
3 Money order revenues include imputed interest of $8,344,905.

4 Other Special Services Fees
Address Changes to Election Boarc 144
Bulk Parcel Return Service 4,185
Correction of Mailing Lists 108
Meter Service 534
Permit Imprint Permits 7,241
Restricted Delivery 7,548
Shipper Paid Forwarding 4

ZIP Coding of Mailing Lists 23
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Attachment to

OCA-USPS-T28-1 Page 4 of 6
SUMMARY OF REVENUES
FISCAL YEAR 2005
(thousands)
Postage plus Postage Plus
Unallocated Allocated Revenue per
MAIL SERVICE Volume ' Fees ’ Fees® Fees® Piece
First-Class Mail
Letters Subclass
Single Piece Letters 44,264 888 20,073,675 247,330 $20,321,005 0.4591
Non-Automation Presort 1,870,606 758,930 758,930 0.4057
Automated and Carrier Route 46,996,836 14,144,043 14,144,043 0.3010
NSA Adjustment3 19,278 2,943 2,943 0.1527
Total Worksharing 48,886,720 14,905,916 36,517 14,942,433 0.3057
Total Letters Subclass 93,151,608 34,979,591 283,847 35,263,438 0.3786
Cards Subclass
Post Cards - Single 2,517,501 599,654 13,323 612,977 0.2435
Non-Automated Presort Cards 348,444 73,848 73,848 0.2119
Automated and Carrier Route Post Car 2,607,765 473,912 473,912 0.1817
Total Worksharing Cards 2,956,209 547,760 2,198 549 958 0.1860
Total Cards Subclass 5.473,710 1,147,414 15,521 1,162,935 0.2125
Business Reply Fees 223,364 (223,364) -
Domestic Mail Fees 76,004 (76,004) -
Total First-Class Mail 98,625,318 36,426,373 - 36,426,373 0.3693
First-Class Mail postage = 36,127,005
Priority Mail
Priority Mail 846,257 4,407 442 1,664 4,409,106 5.2101
Domestic Mail Fees 1,664 (1,664) -
Total Priority Mail 846,257 4,409,106 - 4,409,106 52101
Express Mail 54111 849,080 - 849,080 15.6916
Periodicals
In-County 766,554 72,580 1,654 74,234 0.0916
Outside County
Regular-Rate 6,459,821 1,755,371 13,941 1,769,312 0.2739
Nonprofit 1,874,816 334,931 4,046 338,977 0.1808
Classroom 64,945 16,570 140 16,710 0.2573
Total Outside County 8,399,583 2,106,872 18,127 2,124,999 0.2530
Domestic Mail Fees 19,781 (19,781)
Total Periodicals 9,166,137 2,199,234 - 2,199,234 0.2399

Periodicals postage = 2,179,453
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Attachment to
OCA-USPS-T28-1 Page 5 of 6
SUMMARY OF REVENUES
FISCAL YEAR 2005
(thousands)
Postage plus Postage Plus
Unallocated Allocated Revenue per
MAIL SERVICE Volume ' Fees ? Fees? Fees’ Piece
Standard Mail
Regular and Nonprofit
Regular 53,932,691 11,685,722 16,314 11,702,036 0.2170
Nonprofit 11,973,042 1,566,601 9,766 1,576,367 0.1317
Total Regular and Nonprofit 65,905,733 13,252,323 26,080 13,278,403 0.2015
Enhanced Carrier Route and NECR
Enhanced Carrier Route 32,297,014 5,454,934 52,842 5,507,776 0.1705
Nonprofit Enhanced Carrier Route 3,264,201 310,198 14,406 324,604 0.0994
Total ECR and NECR 35,561,214 5,765,132 67.248 5,832,380 0.1640
Bulk Mailing Fees 64,638 (64,638)
Domestic Mail Fees 28,690 {28,690)
Total Standard Mail 101,466,947 19,110,783 - 19,110,783 0.1883
Package Services
Parcel Post
Non Destination Entry 113,242 707,206
Destination Entry 252,069 521,447
Total Parcel Post 365,311 1,228,653 888 1,229,541 3.3657
Bound Printed Matter 571,586 602,106 1,158 603,264 1.0554
Media Mail 184,324 345,137 530 345,667 1.8753
Library Rate 16,352 30,179 83 30,262 1.8507
Domestic Mail Fees 2,216 (2,216) -
Special Handling 426 (4286) -
Parcel Airlift Fees 17 (17) -
Total Package Services 1,137,573 2,208,734 - 2,208,734 1.9416
US Postal Service Mail 666,104 0 0 - -
Free Mail for the Blind and Handicapped 72,778 0 0 - -

Total Domestic Mail 212,035,225 $65,203,310 § - $65,203,310 0.3075




Attachment to

OCA-USPS-T28-1 Page 6 of 6
SUMMARY OF REVENUES
FISCAL YEAR 2005
(thousands)
Postage plus Postage Plus
Unallocated Allocated Revenue per
MAIL SERVICE Volume ’ Fees * Fees’ Fees® Piece
Special Services
Registry 4,412 46,563 46,563 10.5529
Insurance 42,547 101,080 101,080 23757
COD 1,710 10,085 10,085 5.8988
Certified Mail 272,612 627,008 627,008 2.3000
Delivery Confirmation 662,412 75,293 75,293 0.1137
Signature Confirmation 8,707 13.687 13,687 1.5720
Money Orders* 183,861 236,795 236,795 1.2879
Return Receipts 243,960 458,769 458,769 1.8805
Stamped Cards 84,765 1,695 1,695 0.0200
Stamped Envelopes 400,000 15,770 15,770 0.039%4
Box/Caller Service 15,762 815,149 815,149 51.7155
Other® 20,009 20.009 n/a
Total Domestic Special Services 1,920,749 2,421,903 2.421.903 12609
Total Mail & Services 212,035,225 $67,625,213 $67,625,213

Notes:
' USPS-T-7, Attachment A, pages 1-2

2 Totals for subclasses and Special Services match the totals in Exhibit USPS-27C
3 Library Reference K-115, Worksheets FCM5 to FCM11
*  Money order revenues include imputed interest of $8,195,579.
5 Other Special Services Fees

Address Changes to Election Boarc 144

Bulk Parcel Return Service 4.445

Correction of Mailing Lists 100

Meter Service 534

Permit Imprint Permits 7,241

Restricted Delivery 7,519

Shipper Paid Forwarding 4

ZIP Coding of Mailing Lists 23



RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T28-2. Please refer to LR-K-115, USPST28Aspreadsheets.xls, worksheet
“FCM-9 Cap One,” showing the Capital One volume and average discount.

a.

For Fiscal Years 2005, 2006, 2007, and 2008, please show the derivation of
the Capital One’s volume estimate. Provide citations to all figures used, and
explain all assumptions.

Please explain the purpose and.use of estimates for Capital One’s volumes
for Fiscal Years 2007 and 2008 in this proceeding.

Please confirm that Capital One’s estimated annual volume on which
discounts were paid in FY2004 was 63,862,895 (69,184,803 /13 * 12). See
Docket No. MC2002-2, Data Collection Report, January 31, 2005, at
Appendix A: page 1. If you do not confirm, please explain.

Response:

a. The volume estimates for Capital One are derived from the base year 2004

Billing Determinants. Library Reference K-77 (FY 2004 Billing Determinants --,
spreadsheet “First-Class Mail BD2004”, - worksheet “A-9 NSA Discounts”)
contains the base year information which was kept constant for subsequent
years.

Capital One volumes for Fiscal Years 2007 and 2008 are not used. The
distribution of Bank One and Discover volumes was done for FY 2007 and 2008.
To keep the format consistent, Capital One volumes were also presented for two
years after the test year.

Not confirmed. The discounts were paid on the volume estimate of 69,184,803
for the thirteen month period (September 2003 to September 2004), as they were
reported in the data collection report referred to in your question. The volume
figure provided in LR-K-77 (referenced above in part a) is based on actual

reports for the months October 2003 to September 2004, comprising FY2004.
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T28-3. Please refer to LR-K-115, USPST28Aspreadsheets.xls,
worksheet "FCM-6 Discover AR,” and the line “Revenue Lost.”

a. Please confirm that the amount of “Revenue Lost” for FY 2005 should be
$1,711,125. If you do not confirm, please explain.
b. Please explain the purpose and use of estimates for Discover's volumes and

incremental revenue for Fiscal Years 2007 and 2008 in this proceeding.
Response:
a. Confirmed. The rate and fee proposals in this docket would go into affect in
FY2006, and thus would not have any impact on the revenue lost calculation for
FY 2005.
b. The volumes for FY 2007 and 2008 are not being used. The distribution of Year1,
Year2, and Year3 NSA volumes were reported even though some of these

volumes affect years beyond the test year.
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T28-4. Please refer to LR-K-115, USPST28Aspreadsheets.xls, worksheet
“FCM-8 Bank One AR,” and the line “Revenue Lost (Standard Mail).”

a. Please confirm that the amount of “Revenue Lost (Standard Mail)” for FY
2005 should be $1,686,368. If you do not confirm, please explain.
b. Please explain the purpose and use of estimates for Bank One’s volumes and

incremental revenue for Fiscal Years 2007 and 2008 in this proceeding.

Response:
a. Confirmed. The rate and fee proposals in this docket would go into effect in
FY2006, and thus would not have any impact on the revenue lost calculation for
FY 2005.
b. The volumes for FY 2007 and 2008 are not being used. The distribution of Year1,
Year2, and Year3 volumes were reported even though some of these volumes

affect years beyond the test year.



530

RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF THE OFFICE OF THE CONSUMER ADVOCATE

OCAJ/USPS-T28-5. Please refer to USPS-LR-K-115, worksheet “FMC-2,” and the Base

Year Volume for the Letters Subclass by Rate Category.
a. Please confirm that the number of “Additional Ounces” in row (d) should be
15,004,298, the estimate shown by Witness Thress. If you do not confirm,

please explain.

b. Please explain why the Base Year Volume of “Single-Piece Letters” of
45,160,847, representing the sum of the single-piece first-ounce and qualified
business reply mail first-ounce, does not equal the RPW total for single-piece
volume of 45,161,746 shown by witness Thress.

Response:
a. Not Confirmed. The total in row (d) is correct. The total reflects Additional
Ounces for Single—Piece Letters (15,004,298), and Qualified Business Reply
Mail Additional Ounces (5,390).
b. The Base Year Volume of “Single-Piece Letters “does not include the

Absentee Ballot volume of 899,000 pieces.



RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T28-6. Please refer to USPS-LR-K-115, worksheet “FMC-2,” and the Base
Year Volume for the Letters Subclass by Rate Category. Please confirm that the note
for row (bb), explaining the calculation of the “Total Pieces Letters Subclass,” should
read (a) + (f) + (1) + (r) + (x). If you do not confirm, please explain.

Response:

Not confirmed. The calculation as stated, using (a) + (f) + (k) + (x), is correct. The

sum of (1) and (r) equal (k), which is included in the calculation as stated.
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T28-7, Page 2 of 2

However, the revenues used in the billing determinants are aggregates from the special
reports that are derived from the Revenue, Pieces, and Weight Adjustment Report

System. These revenues often do not exactly match revenues computed by multiplying

volumes by rates or fees.



RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T28-7. Please refer to USPS-LR-K-115, worksheet “SS-28 Registered
Mail,” and cell “AA20,” which shows for FY 2004 “Domestic Fees” of $52,794,628.
Please confirm that for FY 2004 Domestic Fees from Registered Mail transactions,

excluding Handling Charges, with and without insurance should be $52,794,754, as
shown in the table below. If you do not confirm, please explain and show all
calculations reconciling the difference.

 BEGISTRY MALL

~ GOVERNMENT FISCAL YEAR 2004

—— o ————— = —m

S B ;

Value Up To _ Without Postal Insurance _ " With Postal Insurance
- Domestic _Fee ~ Transactions  Revenue _ Fee _ Transactions Rewenue _
"$100 $7.50 71,659,547 $12,446,604 $8.00 398,244  $3,185,954
500 e $8.85 506,413  $4,481,759
1,000 T - $9.70 412,720  $4,003,385
2,000 i o $10.55 527,119  $5,561,108
3,000 $11.40 292,745  $3,337,296
4,000 i $12.25 168,698  $2,066.549
5,000 $13.10 260,884  $3,417,579
6,000 L ) $13.95 127,123 $1,773,363
7,000 - T o $14.80 49,217 $728,404
8,000 o $15.65 50,380 $788,443
9,000 $16.50 54,256 $895,227
10,000 o S $17.35 62,602 $1,086,146
11,000 e $18.20 29,719  $540,893
12,000 - B $19.05 31,972 $609,063
13,000 T $19.90 19,754  $393,101
14,000 $20.75 11,381 $236,151
15,000 $21.60 35,344 $763,436
116,000 ] i $22.45 9,707  $217,915
17,000 T o $23.30 8,606  $200,516
18,000 o $24.15 19,771 $477,470
~ 19,000 N ) ) $25.00 7.394  $184,843
20,000 i $25.85 61,474  $1,589,110
21,000 ] ’ $26.70] 3,470 $92,659
_220000 i 1 o $27557 | 8349  $230,022
23,0000 | ; $28.40! 3,141 $89,208
2 T ilsmEs U osor  $589751
25,000/ ! $30.100 " © 103,281 $3,108,762
“‘: T T I T T T ““i;" e o T |
. j[ “J_ T.650.547 $12,446.604 T Ta273672 $40,348,150
P S R, . e

TOTAL TRANSACT]ONS W AND W/O INSURANCE 4 . 4,933,219

'TOTAL DOMESTIC FEE REVENUE ; B} T $52,794,754.

RESPONSE:

Not confirmed. The calculations in the table, with respect to multiplication of the fee by

the respective volume to arrive at the associated revenue, appear to be correct.

593



594

RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T28-8. Please refer to USPS-LR-K-115, and the worksheet “SS-28
Registered Mail.”

a. For Fiscal Year (FY) 2001, 2002, and 2003, please provide for Registered
Mail the number of transactions covered by postal insurance at each level of
value.

b. For FY 2001, 2002, and 2003, please provide for Registered Mail the number
of transactions not covered by postal insurance.

C. For FY 2001, 2002, and 2003, please provide for Registered Mail the number
of handling charges.

RESPONSE:

a-c. See table below.



595

RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T28-8, Page 2 of 2

Registered Mail Transactions by Value Level,
FY 2001 to 2003 (Source: Billing Determinants)

Transactions
2001 2002 2003
Without Insurance
No Value 2,375,278 2,120,828 1,754,784
With Insurance -
Value Up To
$100 713,493 441,771 402,504
500 1,133,735 820,183 599,168
1,000 871,551 639,778 597,042
2,000 690,531 579,208 499,253
3,000 410,428 367,304 378,113
4,000 251,628 167,679 226,410
5,000 306,231 176,382 161,262
6,000 123,062 144,714 117,535

7,000 83,816 93,906 71,255
8,000 102,363 69,255 63,668
9,000 61,117 45,702 40,244
10,000 132,604 89,637 119,212
11,000 50,125 43,996 47,077
12,000 46,719 33,205 21,610
13,000 25,292 43,834 23,632
14,000 34,212 26,739 14,974
15,000 54,261 42,730 37,845
16,000 19,653 19,192 21,331
17,000 17,701 10,050 16,254
18,000 14,536 18,030 17,416
19,000 14,203 18,145 17,721
20,000 41,615 31,673 41,867
21,000 12,877 6,910 8,150
22,000 18,714 18,884 10,307
23,000 8,440 10,027 11,578
24,000 18,691 14,258 11,433
25,000 93,939 91,674 74,316
Sub Total 7,726,815 6,185,694 5,405,958
Handling Charges 96,123 91,068 81,191

Total 7,822,938 6,276,762 5,487,150



RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T28-9. Please refer to USPS-LR-K-115, worksheet “SS-28 Registered
Mail,” and cell “AA21,” which shows for FY 2004 “Handling Charges” of $3,765,085.
Please show all calculations used to derive Handling Charges, and provide sources for
all figures.

RESPONSE:

The Handling Charges revenue and volume are presented in the Billing Determinants,

USPS-LR-K-77, page K-6. The revenue and volume is derived from a special report

produced using data from the Revenue, Pieces and Weight Adjustment Report System.



RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T28-10. Please refer to USPS-LR-K-115, worksheet “SS-28 Registered
Mail,” and cells “AH19” and “AH21,” which shows TYBR and TYAR volume forecasts of
3.990 and 3.738, respectively. Please provide a source for these volume forecasts.
RESPONSE:

The source for the TYBR and TYAR volume forecasts are Exhibit USPS-7A, pages 4

and 7, respectively.
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T28-11. Please refer to USPS-LR-K-115, and the worksheet “SS-28
Registered Mail.” Please provide the TYBR and TYAR estimate of the number of
Registered Mail pieces representing internal use by the Postal Service.

RESPONSE:

Based on the volume forecast data for Registered Mail, the estimate for Postal Service

use of Registered Mail would be 9,799,793 pieces for TYBR and 9,180,858 pieces for

TYAR.



RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T28-12. Please refer to USPS-LR-K-115, worksheet “SS-28 Registered
Mail,” and the number of Registered Mail transactions for FY 2004 of 5,008,595.

a. Please confirm that the number of Registered Mail transactions (Domestic and
Handling Charges) for FY2000 was 8,930,748. See Docket No. R2001-1, USPS-LR-J-
110, worksheet “Registered Mail.” If you do not confirm, please explain.

b. Please identify and explain the factors éausing the 44 percent (5,008,595 / 8,930,748
- 1) decline in Registered Mail transactions between FY 2000 and FY 2004.

c. Please provide any economic, marketing or other research or documents addressing
the decline in Registered Mail transactions.

RESPONSE:
a. Confirmed.

b-c. See USPS-T-8, at 205-209.
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS TAUFIQUE TO INTERROGATORIES OF THE
OFFICE OF THE CONSUMER ADVOCATE REDIRECTED FROM WITNESS THRESS

OCA/USPS-T7-1. Please refer to USPS-LR-K-77, worksheet “A-2 Nonautomated
Presort,” and the line “NSA Adjustment.” Please explain and show all calculations used
to derive the NSA Adjustment of -$116 for Nonautomated Presorted Letters, Flats and
IPPs. '

Response:

Please refer to my response to your interrogatory OCA/USPS-T28-2, which discussed
the FY2004 (October 2003 to September 2004) data for Capital One. The attached
Excel spreadsheet provides the FY 2004 volume data and the derivation of the NSA

adjustments for the rate categories about which you have inquired.



Actual
“hreshold

Total

Nonauto Presort Letters

Mixed AADC Letters
AADC Letters
3-Digit Letters
5-Digit Letters

Mixed ADC Flats
ADC Flats
*-Digit Flats
J-Digit Flats

Automation Carrier Route Letters

Attachment to Response

to OCA/USPS-T7-1
CAPITAL ONE - OCTOBER 2003 TO SEPTEMBER 2004

1,293,384,779
1,225,000,000
68,384,779

1,275,000,000
1,225,000,001
49,999,999

1,293,384,779
1,275,000,001
18,384,778

68,384,777

69,950,056

91,377,213
93,753,920
570,184,237
396,187,666

67,409
30,302
361,777
5,521
71,466,678

1,293,384,779

$ 0.030

$ 0035

5.4%

71%
1.2%
44.1%
30.6%

0.0%
0.0%
0.0%
0.0%

5.5%

€ A A P

A A P P

1,500,000

643,467

2,143,467

115,925

151,435
155,374
944,940
656,584

112

50

600

9
118,438

2,143,467
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS TAUFIQUE TO INTERROGATORIES OF THE
OFFICE OF THE CONSUMER ADVOCATE REDIRECTED FROM WITNESS THRESS

OCAJ/USPS-T7-2. Please refer to USPS-LR-K-77, worksheet “A-3-pg 1 Auto Presort
Letters,” and the line “NSA Adjustment.” Please explain and show all calculations used
to derive the NSA Adjustment of -$151, -$155, -$945, and -$657 for Mixed AADC
Automation, AADC Automation, 3-Digit Automation, and 5-digit Automation,

respectively.

Response:

Please see my response to interrogatory OCA/USPS-T7-1.
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS TAUFIQUE TO INTERROGATORIES OF THE
OFFICE OF THE CONSUMER ADVOCATE REDIRECTED FROM WITNESS THRESS

OCAJ/USPS-T7-3. Please refer to USPS-LR-K-77, worksheet “A-3-pg 2 Auto Presort
Flats,” and the line “NSA Adjustment.” Please explain and show all calculations used to

derive the NSA Adjustment of -$1 for 3-Digit Automation flats.

Response:

Please see my response to interrogatory OCA/USPS-T7-1.
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS TAUFIQUE TO INTERROGATORIES OF THE
OFFICE OF THE CONSUMER ADVOCATE REDIRECTED FROM WITNESS THRESS

OCA/USPS-T7-4. Please refer to USPS-LR-K-77, worksheet “"A-4 Carrier Route
Letters,” and the line “NSA Adjustment.” Please explain and show all calculations used
to derive the NSA Adjustment of -$118 for Automated Carrier Route Letters.
Response:

Please see my response to interrogatory OCA/USPS-T7-1.
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS TAUFIQUE TO INTERROGATORIES OF THE
OFFICE OF THE CONSUMER ADVOCATE REDIRECTED FROM WITNESS THRESS

OCA/USPS-T7-5. Please refer to USPS-LR-K-77, worksheet “A-9 NSA Discounts,” and

the line "Pieces.”
a. Please explain and show all calculations used to derive the volume of NSA

pieces of 68,385.

b. Please confirm that during the base year (FY 2004), the only NSA in effect
was the NSA with Capital One. If you do not confirm, please explain.

C. Please confirm that Capital One’s estimated annual volume on which
discounts were paid in FY2004 was 63,862,895 (69,184,803 /13 * 12). See
Docket No. MC2002-2, Data Collection Report, January 31, 2005, at
Appendix A: page 1. If you do not confirm, please explain.

Response
a. Please see my response to interrogatory OCA/USPS-T7-1.

b. Confirmed.

c. Not confirmed. Please see my responses to interrogatory OCA/USPS-T28-2(c)

and interrogatory OCA/USPS-T7-1.



RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO POIRNO. 1, PART B

Please refer to USPS-T-21 Tables 1 and 2, USPS LR-K-48 and LR-K-110. The
workshare-related savings for (machinable) First-Class Mail Nonautomation
Presort letters is negative 1.413 cents using the USPS proposed methodology
and negative 1.652 cents using the methods in the R2001-1 PRC Opinion.
These results imply that presorted First-Class letters that are not prebarcoded
are more costly for the Postal Service to process than similar letters that are not

presorted. )

a. Please provide any operational, methodological, data collection or
other explanation for this result. Include a discussion of how
changes in the entry profile of Nonautomation Presort letters since
Docket No. R97-1 might affect the calculation of the workshare-
related mail processing costs of machinable Nonautomation Presort
letters.

b. Please explain the rationale for preserving and increasing the rate
incentive for mailers to perform work that increases Postal Service
costs.

RESPONSE:
a. Please see the response of witness Abdirahman (USPS-T-21).
b. First of all, as noted in witness Abdirahman’s response to part a of this

POIR, methodological issues may exist that could explain the negative
value for the calculation of the workshare-related savings, so the prices as
proposed would not necessarily result in higher costs due to mailers
performing work. In fact, there is reason to believe that value remains in
the mailer sortation of items that are not presented in a manner that
facilitates their processing through postal automation. In essence, the
Postal Service may still be benefited by mailers presorting mail that does
not readily go through postal automation, and thereby avoiding potentially

relatively expensive processing costs as a result of the presorting.
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE h
TO POIRNO. 1, PART B

Response to POIR No. 1b continued

Moreover, this filing is designed to fairly and equitably distribute the
escrow burden to the classes of mail, and within the mail classes to
individual rate categories. The proposed prices are based on the
application of a 5.4 percent target increase for each rate category,
adhering to the rounding conventions for that particular rate category.
In a traditional omnibus case we could potentially reexamine costing
methodologies and the alignment of discounts, as well as consider
potential classification changes. These issues will be reviewed prior to
the filing of the next omnibus rate filing. In fact, we believe it is more

appropriate to examine the entire array of discounts at that time.



RESPONSE OF POSTAL SERVICE WITNESS TAUFIQbE
TO PRESIDING OFFICER’S INFORMATION REQUEST MO. 3
Revised: May 24, 2005

Please confirm the mail processing, delivery, and total workshare unit
costs; discounts; and percentage passthroughs for First-Class Mail shown
in Table 1. Provide corrections as appropriate. All costs reflect the
Commission’s methodology used in Docket No. R2001-1, as presented by
the Postal Service in the current docket.
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RESPONSE OF POSTAL SERVICE WITNESS }AUFlQUE
TO PRESIDING OFFICER’S INFORMATION REQUEST NO. 3

Table 1. Arst-Class Mail

Revised: May 24, 2005

609

Dodet No. R2005-1
Woriahaing Discounts
PRC Vrsion {Amauts in Certs par Plece)
Mal Tod
Processing Oeivery Workshere Percertage
Unit Cost Soscefo Ma PocUnitCost UntOot Soucefor Deivery Ut Ot UitOost Oscaunt v Passthough
M @ ) 1M @ &
Hendwitien Reply Mal Cards / Letiers 147 LRKI4, St Ap1, (A G2 NA R 14
ERMCas/ Letiers 128 LRK104, Sc Apl, Q3G NA 1248
CERMCards/ Letters Dfferentid (L 1-L.2) 2198 32 6%
Presor Letter Oifferertials
Buik Metered Mad Letters 10710 LRK110p1.H2 M 3972 LIRKI10.p1. a3 HB Hee
Nerauto Presat Machinetle Letiers 12489 RK110p1, Q32 F19 3875 LR¥&110,p1, Cd.3 H1I9 16334
Norewto Presat Mach Letter Offererdial (L4 -LS) (1652 19 -115%
Buk Matered Mol Letters Q710 LRI p1. M2 A 92 LRK110,pt, Cd3 HD 1682
Auto Mxed AADC Letters 4872 WRK10p1 QW2 FO 41585 LRK110p1, Q3 HD @7
Auto Mxed AADC Letters Offerertid (L7 - LB) 5655 64 113%
Auto Mxedd AADC Letters 4872 LR¥110p1. Cd2 FO 415 LRK110p1, W3 HDO a7
Ao AADC Letiers 39 LRK110 p1, a2 F21 3981  LRK110.p1, Qo3 H2t 795
Aup AADC Letters Offerentia L10- L 11) 1102 Q9 2%
Aulo AADC Letiers 394 LRK1MOpt 2 F21 391 LRK110,pt, Co.3 H 7925
Auo 309t Presort Letiers 3610 R0 pt, Od2 F2 398 R0 pt o3 H2 7513
Aup 30igt Presort Letters Differertial (L13- L 14) 0412 a9 218%
Auo 3-0git Presont Letters 3610 LRK110pt CH2F2 3908 LRK110,pt, O3 H2 7513
Auto 5-Ogit Presort Letters 244 LRK110 p1, W2 FB 365 LRK11Qpt 3 HA 6108
Auo 5-Digit Presont Letters Offferertid (L16- L. 17) 1404 15 107%
Auto 5-0git Presort Letters (CSBCSMinuA Sites) 270 LRK110p1,Cd2 FM4 6280 LRK110p1, CO3 HM 90®
Auo Camier Rote Presont Letters 188  LR10 p1, W2 FS 613 LRK10.p1, C33 HS 7979
Auo Camier Raute Presart Letiers Dfferential (L 119- L2D) 1080 03 2%
- Fiat Ciferent
Auio Med ADC Presort Rats 0109 LRKI® pt, OJ11,EH 8978 LRI101, Te 1,CB 0087
Auio ADC Presart Rats 2241 RK1R pt 11, EB 8978 LRC101, Tabe 1,CB6 3219
Aun ADC Presart Rats Oifferentiadl (L22- 1L 23) 788 [oL:] 10%
Auto ADC Presart Rats 2241 IRKIZ pt1,Cd11,E8 8978 LR101, Tie 1,CB6 N219
Auio 3-0gt Presort Rats 19838 LRKR p1, Cd.11, B0 8978 LRK101, Tabe 1, CB 26876
Aun 300t Presart Rats Dfferertiad (125 - L26) 2343 12 51%
Auo 3-0git Presart Rets 1988 LRK102 p1, i 11, B0 8978 LRK101, Tale1, CB 2887
Auo 5-0git Presort Rats 835 |IRKIRp1 11 B4R 8978 LRK-101, Table 1, CB 17.363
Auo 5-0gt Presart Rets Offerertid (L28- LX) 1153 21 18%
NenvAulo Fresat Cads 636 LRK110pH, 0328 2847 LIRKI110,pHR I3 P 9218
Auio Mxed AXDC Cards 2863 LRK110p3, (2. D10 281 RK110,pH, W3 F10 584
Auo Mbed AACC Cards Offferertial (1-31- LX) i® 19 S%
Auto Med AADC Cards 2863 LRK110 p3, Q2 D10 2981 LRK110,p4, (A FI0 584
Ao ANDC Cards 2314  LRK110.pM, (02 D11 2853 LRK110,p34, Qi3 F11 5167
Ao ARDC Cards Differertd (L% -LX) Q677 a7 100%
Ao ANOC Cars 234 LRK110,p M, (a2, DIt 283 LRK110,p3 (A3 FN1 5167
Aup 3-0gt Fresart Carcs 2196  LRK110,p3, 02 D12 2796 LRK110.pAR (A3 F12 4912
Auin 3-0git Presart Carcs Diffewrtid (L37- L38) 05 a4 1%
Auo 30gt Presart Cads 2116  LR¥110p34, 02 D12 278 LRK110pH Cd3 F12 4912
Auo 5Ogit Presart Cace 148  LRKA0 pH, W2 D13 26M RK110pA W3 F13 4073
Auo 5-0gt Presort Cards Differertial (L40 - L41) ag» o7 83%
Ado 50gt Presot Cards (CSBCSManud Stes) 1612 LRK110pXN (02 DU 454 (RK110.pH CWIFU 6146
Aup Carier Rouse Presort Cans ' 1070 LRK110 p3H, Q2 D15 440 LRK110p3H, I FI5 550
0646 Q7 108%

Auo Camer Route Presort Cards Offererial (£ 43- L44)

¥ Ciscouris calauated using the proposed rates shown in Bxdibt USPS-28A, page 1of 66



RESPONSE OF POSTAL SERVICE MTNESS TAUFIQUE
TO PRESIDING OFFICER’S INFORMATION REQUEST NO. 3
Revised: May 24, 2005
RESPONSE TO QUESTION 1:

The Postal Service in this particular case did not rely on cost avoidances
to calculate the discount and subsequent rates for the various presort and
automation categories. Rather, a target increase of 5.4 percent was uniformly
applied to almost all rates. This caused the benchmark rates and the discounts to
increase by the same percent, except for differences due to rounding constraints.
Nevertheless, for the purpose of responding to this Presiding Officer’s
Information Request (POIR), | can verify the cost numbers used and the
calculations performed, and offer some observations on how these calculations
would fit into the overall rate design framework in @ more traditional case.

Generally, the ratemaking process is not a mechanical process. Cost
avoidances are analyzed, passthroughs are calculated, but proposed and
recommended rates take into account the nine rate making criteria with a full
assessment of the impact of rates on customers.

The arithmetic, i.e. the derivation of cost avoidances, discounts and the
calculation of passthrough percents, is accurate. The underlying cost study that
estimates the mail processing unit cost for letters is being revised (see LR-K-48
and LR-K-110). Errata will be filed very soon later, but | have replicated the
arithmetic and produced a new version of Table 1 using the revised mail
processing unit costs for letters.

The Postal Service calculates discounts and cost avoidances for

workshared letters based on the First-Class Mail Single-Piece rate and the

benchmark cost of Bulk Metered Mail Letters, respectively. | have calculated the



RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO PRESIDING OFFICER'’S INFORMATION REQUEST NO. 3
Revised: May 24, 2005
Response to Question 1(continued):

passthroughs using this Postal Service methodology in Table 1A. The Postal
Service methodology and the methodology in the question would be identical if
passthroughs of 100 percent were used at each step. But, if passthroughs differ
from 100 percent, then the Postal Service methodology has an advantage of
keeping the passthrough at each level independent of passthroughs at the
previous levels. That is, the passthrough is calculated based on the full amount
of worksharing performed between the benchmark and a given level of
worksharing rather than only the incremental worksharing between discount

levels. This is illustrated by the following simple example:

Rate Cost Passthrough Passthrough
Category Avoidance | Discount (Incremental) (Total)
Basic 4 cents 3 cents 3/4=75% 3/4=75%
3-Digit 6 cents 7 cents (7-3)/(6-4)=200% | 7/6 = 117%
5-Digit 8 cents 8 cents (8-7)/(8-6) = 50% | 8/8 = 100%

| would like to provide some observations on the use of a similar
methodology for calculating passthroughs for First-Class Mail flat shaped pieces
and Cards. Neither the Postal Service nor the Postal Rate Commission has used
the cost avoidances directly to calculate the rates for Automation presorted flats.
The rates for flats have been proposed by the Postal Service and recommended
by the Commission based on other rate relationships considerations.

For First-Class Mail Cards, there is no single-piece benchmark for the
calculation of cost avoidances. The cost avoidances for automation cards are
calculated as the incremental costs avoided from the nonautomation presbrt tier

to the appropriate automation tier. The mail processing cost models for cards use
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RESPONSE OF POS\TAL SERVICE WITNESS TAUFIQUE
TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 3
Revised: May 24, 2005

Response to Question 1(continued):

the letters cost model studies with appropriate ratios. In other words, there is no

independent mail processing cost model for cards.
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27
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29
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32
33
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39

4t

42

43

45

Hangwritten Repty Ma# Cards / Letters
QBRM Cavos / Letters
QBRM Cards / L efters Differential (L.1 - L.2)

Presod Latter Dflerantials

Bul Metersd Madl Letters

Nonewto Presort Machinabie L etters

Noneulo Presort Mach. Lotter Differsntial (L4 - L.5)

Buk Metered Mail Lettars
Auto Mixed AADC Letters
Auto Mized AADC L etters Differentiel (L 7 - L.8)

Auto Mied AADC L atters
At AADC Letters
Auto AADC Letters Differentat (L 10 - L.11)

Auts AADC Letters
Auto 3-Digt Presort Latters
Auto 3-Digit Presort Lstters Differental (L 13- L 14)

AUt 3-Digit Prasort Lefters
Auto 5-Digtt Presort Letters
Auto 5-Digt Presort Letters Differentiai (L.16 - L.17)

Auto 5-Digit Presort Lstters (CSBC S/Manual Stes)
Auto Cammer Route Presor Latters

Autc Camer Route Preson Letters Differential (L. 119 - L.20)

Avtomafion Preson Fia Dfiprontisly
Auto Mixed ADC Presort Flats

Auto ADC Presort Flats
Auto ADC Presort Flats Diferential (L 22 - L.23)

Auto ADC Presort Flats
Auto 3-Digil Presort Fiats
Auto 3-Digit Presort Flals Dfferentad (L .25 - L.26)

Auto 3-Digtt Preson Flats
Auto 5-Oight Preson Fiats
Auto 5-Digrt Presort Flats Driferential (L 28 - L 29)

P L

NonAiuto Presort Cards

AUtO Mixed AADC Caros

Auto Mixed AADC Cards Differentiai (L 31 - L.32)

Ao Mixed AADC Cards
Auto AADC Cards
Auto AADC Cards Differentiat (L34 - L 35)

Autn AADC Cards
Autn 3-Digit Presort Cards
Auto 3-Digt Preson Cards Diterential (137 - L.38)

Auto 3-Dight Presort Cards
Auto 5-Dight Presort Cards
Ao 5-Digh Presoit Cards Differential (L.40 - L.41)

Auvio 5-Digit Presort Cavtds (CSBCSManual SRes)
Auto Cavrter Route Presort Cards

Auto Camer Route Presornt Coerds Differential (L.43 - L.44)

Tabis 1. First-Class Mall
Dockat No. R2005-1
Workshaing Discounts
PRC Version (Amounts in Cents per Plece)

Revised Tabie 1

Altachment POIR3 Question 1

Mai Totad
Processing Doltvery Workshare Parcentage
Unk Cost Source for Mall Proc Unll Cost Unk Cost _Source jor Delvery Ung Cost _Unk Cost Discount v Passthough
&) @) =012} i4) (5}
3447 LRK-104 5ec A p1,Col3.G12 NA 3447
1249 tLR-K-104, Sec. A, p1.Col3, G13 NA 1249
2198 32 146%
11.231  LRK-110.p.1, Col.2, F9 3872 LR-K-110,p.1. Cot.3, HO 15203
12.891 LRX-110,p 1, Col.2, F19 3875 LR-K-110.p.1, Col.3, H19 16.766
{1563) 18 122%
11.231  LR-K-110,p.1, Col.2. F9 3872 LR-K-$10,p 1. Col 3. HE 15 203
4817 LR-K-110.p1, Col.2, F20 4155 LR-K-110.p.1, Cot.3, H20 8072
61t 84 104%
4917 LRK-110.p1, Col2 F20 4155 LR-K-110,p.1. Col 3. H20 9072
3082 LR-K-110,p.1, Col2 F21 3981 LRK-110,p.1. Col 3. H2 7973
1099 o9 %
3962 LRX-110.p1 Col2 F21 3981 LRK-110,p.1. Coi. 3. H2¢ 7973
3659 LRX-110.p1.Co2 F22 3903 LRK-110.p.1.Col 3. H22 7 562
ca11 08 219%
3858 LRX-110.p.1, Col2 F22 3903 LRK-110,p.1. Col 3. H22 7 562
2542 LRX-110.p1,Col2 F23 3695 LRX110.pt Col 3. H23 B 237
11325 15 113%
28t1 LRK-110,p.1, Col2 F24 6280 LR-XK-110,p.1, Coi.3 H24 309
1888 LR-K-110.p., Col2 F25 6138 LR-K-110.p 1, Col 3. H2S 8034
1 057 03 8%
30109 tR-K-102. p.1. Col.11,E38 B978 LR-K-101, Table 1. C26 38 087
22241  LR-X-102,p.1, Col.11,E38 8978 LR-K-101, Table ¥, C26 1218
7 868 08 0%
2224%  LRK-102.p.1, Col.11, E38 8978 LR-K-101 Table 1, C26 31219
19898 LRK-302.p.3, Col.11, E40 8978 LR-K-101, Tabie 1,26 28 876
23 12 51%
19898 LRK-102.p 1, Col 1), E40 8978 LR-K-101. Table 1, C26 28 876
8375 LRK-102.p1, Coltt E42 8978 LR-K-101. Table 1, C28 17 153
11523 21 18%
6498 LR-X-110,p.34,Col2. D9 2847 LR-K-110,p.34, Coi.3, F9 9343
2896 LR-K-110.p34,.Co0d2, 010 2981  LR-X-110,p.34, Col 3. F10 5877
3466 19 55%
2396 LRK-110,p.34,Col2, DD 2981 LRK-110,p 34. Col3. F10 5877
2347 LRK-110, p.34, Col2, D11 2.853 LR-K-110.p 34, Cot 3 F1t 5200
0677 o7 103%
2347 LRXK-110,p.34, Col.2, D11 2853 LR-K-110,p.34, Col 3. F11 5.200
2149  LR-KX-110.p.34.Col.2, D12 2.798  LR-K-110,p.34, Col.3, F12 4945
0.255 04 157%
2149 LR-K-110,p.34, Col2, D12 2.796 LR-K-110, p.34. Col.3,. F12 4.945
1458 LR-K-110, p.34, Cot.2, D13 2644 LRK-110,p. 34, Coi3, F13 4.100
0.845 07 83%
1848 LR-K-110,p.34 Col2, D14 4534 LR-K-110,p.34, Col.3. F14 6.180
1108 LR-X-110.p.34, Coi2, D15 4430 LR-K-110,0.34. Coi 3. F15 5.538
0645 07 109%

1/ Discounts caiculated using the proposad rates shown in Exhebit USPS-28A, page 1 of 85,
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N Table 1A
‘ Attachment POIR3 Question1

Table 1A. Passthroughs Calculated Using the Postal Service Methodology

3-Digit 5-Digit
Nonautomation Automation Automation

Presort Mixed AADC AADC Letters Letters
Single Piece 0.390 0.390 0.390 0.390 0.390
Discounted Rate 0.371 0.326 0.317 0.308 0.293
Discount 0.019 0.064 0.073 0.082 0.097
Benchmark 15.203 15.203 15.203 15.203 15.203
Workshare Unit Cost 16.766 9.072 7.973 7.562 6.237
Differential -1.563 6.131 7.230 7.641 8.966
Percentage Passthrough -122% 104% 101% 107% 108%

Carrier Route

Automation
Letters

Carrier Route
5-Digit 0.293
Discounted Rate 0.29
Discount 0.003
Benchmark (5-Digit Manual) 9.091
Carrier Route 8.034
Jifferential 1.056

Percentage Passthrough 28%
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO POIR NO. 6, QUESTION 7

Question 7 (continued):

disadvantage of presenting passthrough percentages that can
potentially conceal inefficient price signals of the type demonstrated
in Table 2 above.

b.  Please discuss the relative merits for each First-Class Mail
automation presort category of using bulk metered mail as the
benchmark versus using the next-least presorted category as the
benchmark. For example, which is the mail more likely to convert
to automation 5-digit presort letters: bulk metered mail or
automation 3-digit presort letters? Include a discussion of the
choices mailers may make with respect to preparing (and sorting)
mailings in-house or using the services of a third-party mail
consolidator to achieve a greater depth-of-sort.

RESPONSE:

a. As | stated in my response to question 1 of POIR 3, both methods of
calculating passthroughs would be equivalent if the incremental method
utilizes a 100 passthrough at each level. The arithmetic in both tables
appears to be accurate. However, | would like to make a few observations
about the example in Table 2. First, neither the Postal Service nor the
Commission has information on the mailers’ cost of preparing the mail.
This information is not and should not be relevant to establishing
workshare discounts. What matters is that mailers are provided
appropriate signals based on the workshare savings accruing to the Postal
Service (because more highly prepared mail is entered) and the policy
considerations of the Act. Second, calculating lowest combined costs, as
in the example in Table 2, requires estimates of the mailer’s costs of
preparing workshared mail. Changing these estimates may lead to results

where the discount for workshare level C produces the lowest combined

cost for the whole society. If an assumption is made that the mailer's cost
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO POIR NO. 6, QUESTION 7

Response to Question 7 (continued):

for Rate Category B is 5.5 units and for Rate Category C is 6 units, then
Rate Category C would provide the lowest combined cost to the society.
Since mailer costs are not known, realistically it is impossible to
incorporate estimates of these costs into calculations of postal workshare
discounts.

More fundamentally, this question attempts to rigidly apply Efficient
Component Pricing (ECP) rules without considering the context in which
the pricing decision is made. While the Postal Service believes that ECP
generally provides for the optimum allocation of resources for society, the
pricing criteria also call for evaluating other factors that may resuit in
results that are not completely consistent with any single pricing theory.
Rate design must consider the totality of all factors at a given time, a fact
that the Commission has often recognized in its rate design. The
Commission and the Postal Service have the responsibility of objectively
evaluating these “efficient pricing theories” in light of all the other factors
enumerated in the pricing criteria.

The Postal Service methodology of calculating the total
passthrough by comparing the totai cost avoidance to the total discount
(using an undiscounted rate as a benchmark) results in each level of
worksharing being judged as efficient or inefficient independently. As a
result, the determination as to whether a rate is an efticient price signal is

not affected by a judgment that was made for another level of
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO POIR NO. 6, QUESTION 7

Response to Question 7 (continued):

worksharing. In the instant proceeding, the incremental passthrough for
the 3-Digit presort level is 219 percent due to the choice of passthroughs
at previous levels. The passthrough (using the incremental approach) for
the 3-Digit presort level of 219 percent can be reduced to 100 percent by
cutting the discount and raising the 3-Digit rate by approximately one-half
cent. This change would then increase the passthrough for the 5-Digit
rate to 150 percent. A hike of approximately 0.7 cents would be needed in
the 5-Digit rate to make the passthrough for this level 100 percent. The
already high cost coverage for the workshare mail would increase further,
and the 3-Digit and 5-Digit rates would increase by 7.2 and 7.9 percents,
respectively, instead of the target 5.4 percent. Therefore, while the
signals using incremental passthroughs become efficient, another signal
(the value of the total amount of worksharing) is inefficient.

The total passthrough approach implicitly recognizes that
customers (either on their own behalf or through service bureaus) may not
“step up” through individual levels of worksharing (sorting to mixed-AADC,
then deciding to sort further to AADC, then to 3-digit, and finally to 5-digit),
but rather may make a “yes or no” decision to workshare or not and, once
this decision is made, attempt to reach the highest level of sortation
possible. In fact, the Postal Service’s regulations require a 3-digit
sortation, with the intent that as many pieces will be presorted to at least

this level, given the available volume and density. Anecdotal examples of
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Response to Question 7 (continued):

both types of decisions — supporting both approaches to passthroughs --
can probably be found. Similarly, examples can be constructed that could
be used to portray either approach to passthroughs as sending
contradictory “efficient” or “inefficient” pricing signals.

Ratemaking is as much of an art as it is science, and for a variety of policy
reasons (mitigating the effect of a rate change or gradually moving
towards a desired rate objective), an individual passthrough (measured on
either an incremental or a total basis) may differ from 100 percent. The
entire context of the rate proposal must be considered, before a rate
decision is made. For First-Class Mail, the Postal Service generally has
presented passthroughs calculated on a “total” basis reflecting the
evaluation of whether a price as a whole is efficient or inefficient, but we
do not ignore the incremental signals sent, and we generally do review the
potential effects of “incremental” passthroughs and the resuiting pricing
signals. While we believe the total passthrough approach is the primary
tool for evaluating discounts, we do not rule out using incremental cost
avoidances as an additional check to see how incremental discounts line
up with cost avoidances. Differences between intermediate discounts and
cost avoidances should be reviewed, and the rationale for those

differences understood.
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Response to Question 7 (continued):

Applying any pricing rule (including the choice of how to present
passthroughs) as a rigid pricing determinant is inconsistent with the
application of the statutory pricing criteria as well as simple common
sense. Generally, we believe the incremental approach to workshare
discounts could too rigidly limit the discount decisions made by the Postal
Rate Commission and the Postal Service. As long as the process of
ratemaking provides correct signals to mailers based on the Postal
Service’'s cost structure, in conjunction with other relevant policy

determinations, then this goal should be achieved.

. Itis truly difficult to generalize and make a categorical statement regarding
the conversion of mail to a specific higher level, be it 3-Digit or AADC.
The decisions of individual mailers are based on their own operations,
whether they prepare their mail or whether they choose to use third-party
service providers to prepare mail. In some cases, customers’ mail
preparation may be very similar to how the Postal Service would process
the mail; in other cases there may be substantial differences. For
example, my understanding is that some large mailers are able to
electronically presort their lists prior to creating their mail, while others
physically presort the mail much in the same way as the Postal Service
would. Similarly, other customers present unsorted mail to presort

businesses which combine their mail with mail from other customers to
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Response to Question 7 (continued):

gain finer presort and to upgrade the mail by applying barcodes.
Regardless of the method used, mailers do not move through the levels of
sortation in a step function, i.e. first electing to presort to only to the mixed-
AADC level, then moving up to the AADC-level, and so on. As noted
previously, the Postal Service's regulations require a 3-digit sortation, with
the intent that as many pieces will be presorted to at least this level, given
the available volume and density. In addition, it appears that the business
strategy for some large presort bureaus is the conversion of single-piece
mail or other less workshared mail to 5-Digit workshared mail, if at all

possible.
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VP/USPS-T28-1. Please refer to library reference USPS-LR-K-115, file
USPST28Aspreadsheets.xls. The sheet “ECR-15 Rate Adjustments” shows 15 special
adjustments to ECR commercial rates, all of them positive. You indicate that these
adjustments are “to remove irregularities in rate differentials caused by rounding.”

a. Referencing the statistical expectation that normal rounding procedures involve
both rounding up and sometimes down, please explain how it is that all 15 of the
adjustments have a positive effect on the rates.

b. For each of the 15 adjustments, individually, please identify and specify the
“irregularity” that you saw in the rates, which caused you to make the
adjustment, and explain how your adjustment fixed the anomaly.

Response:
a&b. Since neither the rate anomalies nor the remedy for the anomalies were the

result of a statistically random process, there should be no a priori expectation

that the adjustments would not have all the same sign.

The adjustments were made to ensure that current consistency in discounting
practices was maintained. For instance, the DSCF discount would be the same
(0.5 cents off the DBMC rates) for all shapes and presort levels, and similarly,
Origin-DBMC and DSCF-DDU discounts were kept uniform across shape and
presort levels. For Saturation parcels (piece rated pieces) and Basic parcels
(pound rated pieces), the adjustments were designed to ensure that the RSS

was uniform for all presort levels.

These anomalies can be seen by comparing the unadjusted drop-ship rate
differentials (and RSS values for parcels) across shape and presort levels. That
the adjustments fixed the anomalies can be seen by making the same

comparisons using the adjusted ECR rates.
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VP/USPS-T28-2. Please refer to your testimony, USPS-T-28, page 11 (ll. 17-18), where
you say that, under the Postal Service proposal, Standard Mail ECR receives a rate
increase of 5.6 percent, while Standard Mail Nonprofit ECR receives a rate increase of
5.9 percent. Please refer also to your statement on page 11 (ll. 21-26) that Public Law
106-384 requires the per-piece revenue of Nonprofit to be equal as nearly as practical
to 60 percent of the per-piece revenue of the corresponding commercial category, and
that your proportion is 56 percent. On page 12 (ll. 2-4 and . 9-12) you say that honoring
the 60-percent proportion stipulated in Public Law 106-384 would require a rate
increase for Nonprofit “on the order of 13 percent,” and that, “under the unique
circumstances of this uniform across-the-board rate increase request,” your

56 percentis as close to 60 percent as is practical.

a. Within the framework of an across-the-board preference of 5.4 percent and an
increase of 5.6 percent for commercial ECR, please explain how the issue of
practicality led you to lower the rate increase for Nonprofit ECR from 13 percent
to 5.9 percent.

b Aside from a stated preference by Postal Service witness Potter (USPS-T-1), as
explained in his testimony, please identify and discuss the circumstances in this
case that caused you to give (i) little weight to the requirement imposed by law
(as witnessed by your 5.9 percent increase being considerably below the 13
percent mandated by the statute), and (ii) substantial weight to the preference of
a 5.4 percentincrease (as witnessed to by 5.9 percent being just moderately
above 5.4 percent).

¢ On page 29 (lIl. 8-9) of your testimony, you say that the “average proposed fee
increase for registered mail is in the range of 70 percent, in order to cover costs.”
As applied to your work and the rates which you recommend, please explain your
understanding of the difference between (i) the legal requirement that rates cover
costs, which causes you to raise the rate increase for registered mail from 5.4
percent up to 70 percent, and (ii) the legal requirement that the per-piece
revenue of Nonprofit ECR be 60 percent of the corresponding figure for the
commercial category, which causes you to take the rate increase for Nonprofit
ECR from 5.4 percent up to 5.9 percent, but not up to 13 percent.

d. Public Law 103-123 (Revenue Forgone Reform Act of 1993) requires that Within
County Periodicals have a markup that is one-half the markup of the
corresponding commercial category of Periodicals. Because of this, as explained
on page 14 of your testimony, you propose a rate decrease for Within County of
5.4 percent. As applied to your work, please explain your understanding of the
difference between (i) the legal requirement in Public Law 103-123 relating to the
markup on Within County, which causes you to take the rate increase for Within
County from a positive 5.4 percent down to a negative 5.4 percent, a spread of
10.8 percentage points, and (ii) the legal requirement in Public Law 106-384 that
the per-piece revenue of Nonprofit ECR be 60 percent of the corresponding
figure for the commercial category, which causes you to take the rate increase
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for Nonprofit ECR from 5.4 percent up to 5.9 percent, but not up to 13 percent,
the latter being a spread of 7.6 percentage points.

. In your opinion, does an average nonprofit per-piece revenue equal to 56 percent

of the corresponding category complies with Public Law 106-3847 If not, please
explain your recommendation.

Is it your interpretation of Public Law 106-384 that nonprofit per-piece revenue
may be measurably less than 60 percent of the corresponding commercial
category, but not measurably more than 60 percent of it? If not, please explain.

. Are you advocating that the Postal Rate Commission recommend an average

nonprofit per-piece revenue equal to only 56 percent of the corresponding
category, regardless of whether it complies with Public Law 106-3847 If not,
please explain.

. (i) Please confirm that one lawful way to satisfy a guideline pointing to increases

of 5.4 percent and to satisfy as well the legal requirement on the perpiece
revenue of Nonprofit would be to specify an increase for Nonprofit ECR of 5.4
percent and to reduce the rate increase for commercial ECR so that the 60-
percent law is satisfied. This approach would avoid taking the preferred category
of Nonprofit ECR, which has always received special rate consideration, above
the 5.4 percent guideline. (ii) Please explain why this approach is inferior to the
approach you have taken. (iii) If you do not believe it to be lawful, please explain
why you did not take such an approach.

Please assume that in this case the Nonprofit ECR increase were 7.4
percentage points above the increase for commercial ECR, but you held it to a
difference of 0.3 percentage points, and in the next rate case the Nonprofit ECR
increase were 14.8 percentage points above the corresponding increase for
commercial ECR. Please explain whether in the next rate case you believe that
the effect on mailers would be too large, the law should be neglected, and a
smaller increase (with an attendant loss of revenue to the Postal Service) should
be adopted.

Response:

a.

As can be seen in the workpapers, a targeted uniform 5.4% increase was
applied to both commercial and nonprofit ECR rates. The resulting 5.9%
increase in the average revenue per piece for NECR is therefore the resuit of
applying the uniform rate change policy, along with adhering to rounding
constraints and maintaining discounting consistency, as described in my
response to question 1, to both ECR and NECR rates, and not an after-the-fact

decision to lower the NECR increase from 13% t0 5.9%.
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| disagree with the assertion that little weight was paid to the pricing
requirement for Standard Mail NECR contained in PL 106-384. That law
requires the prices to be set so that the average revenue per piece for nonprofit
mail is “as nearly as practicable” to 60 percent of the average revenue per
piece for commercial mail. The statute does not specify an absolute tolerance
around the 60 percent figure that must be achieved. Rather, it specifies that the
target be achieved within “practicable” bounds. The Postal Service interprets
this language to permit deviation from the 60 percent target when the total
circumstances of the case make it not practicable to achieve the 60 percent
target more closely. Therefore | disagree with the assertion implicit in the
question that a 13 percent increase is “mandated by the statute.” The policy
reasons stated in witness Potter’s testimony (USPS —T-1) were the basis for
the Postal Service's judgment that a higher rate increase for Standard Mail
NECR was not practicable in this case.

Please see my response to VP/USPS-T28-2b. The statutory requirement to
cover costs is, in the view of the Postal Service, a more specific standard than
the standard applied to Standard Mail Nonprofit and Standard Mail NECR
rates.

Please see my response to VP/USPS-T28-2b. The statutory requirement for
pricing Within-County Periodicals is, in the view of the Postal Service, a more
specific standard than the standard applied to Standard Mail Nonprofit and
Standard Mail NECR rates.

| believe that the proposed rates meet the requirements of the statute for the
reasons set forth in my response to VP/USPS-T28-2b. The bands around the

statute’'s 60 percent target that it is practicable to reach will depend on the
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circumstances of the particular case. In another case, a closer approach than
56 percent may be practicable, and therefore required, by the statute.

The deviation from 60 percent permitted by the practicability standard can be
either above or below the 60 percent target.

No. In this case, the proposed rates comply with PL 106-384. See my response
to VP/USPS-T28-2b.

(i) | am advised that this approach would be lawful.

(i) This approach would, ceteris paribus, leave the Postal Service far short of

its revenue requirement.

(iii) See my response to part (i).

In the next omnibus rate case the Postal Service will attempt to meet the 60
percent target, again, as nearly as practicable. The Postal Service always takes
into account the effect of its proposed changes on mailers when setting rates,
and will do so in the next rate case as well. Without more complete and
detailed information regarding the conditions that would hold at the time the
next rate case is filed, and until such time that | am charged with the
responsibility of formally proposing rates in the next rate case, commenting on

specific rate change values would be speculative and unwise.
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VP/USPS-T28-3. Please refer to Exhibit USPS-28A, page 16, Table 5, where you
propose a “Presorted Basic” rate of $0.282 for Standard Regular letters and a
“Presorted Basic” rate of $0.363 for Standard Regular non-letters, which is a letter/non-
letter differential of 8.1 cents. This interrogatory relates to the justification for the
corresponding letter/non-letter differential in the current rates of 7.6 cents, which is
increased to the 8.1-cent figure by application of an across-the-board proportion.

a. Please confirm that the 7.6-cent difference in current rates is developed, after
rounding, by applying a 73 percent passthrough to a cost difference of 10.366
cents, as shown in cells E18 through G18 on the "PRE DIS” sheet of file
USPSLR-J-WP1 xls in library reference USPS-LR-J-132 of Docket No. R2001-1.
If you do not confirm without reservation, please explain the origin and
development of the 7.6-cent letter/flat rate differential in current rates, and also
explain the use made of the cells referenced herein.

b. Please confirm that the cost differential of 10.366 cents, discussed in preceding
part a, is the difference between a unit cost for Basic presort flats of 28.041 cents
(equal to the sum of 8.312 cents for delivery and 19.729 cents for mail
processing) and a unit cost for Basic presort letters of 17.675 cents (equal to the
sum of 4.201 cents for delivery and 13.474 cents for mail processing), as shown
on the “COST" sheet in the file and library reference cited in preceding part a. If
you do not confirm without reservation, please explain the origin, development
and components of the 10.366-cent cost differential.

Response:

a. | did not prepare the workpapers cited in the question, nor were they prepared
under my supervision, but | have examined them. | can confirm that the 7.6
cent difference was developed as described in the first sentence of the
question.

b. | did not prepare the workpapers cited in the question, nor were they prepared
under my supervision, but | have examined them. | can confirm that the 10.366
cent cost differential was developed as described in the first sentence of the

question.
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VP/USPS-T28-6. Regarding the 4.003-cent non-worksharing unit cost of processing
Standard Regular Basic presort flats in VP/USPS-T28-5, part b:

a.
b.
C.

Please describe the nature of what that cost measures.

Please explain why the 4.003-cent cost is not related to worksharing.

Assume that the rate for basic, non-prebarcoded, minimum-per-piece flats, which
is currently 34.4 cents, were to be reduced and resulted in a volume increase in
line with the appropriate elasticity. Please state whether you would expect the
cost of each additional unit of volume to reflect any part of this 4.003 cents, and
explain why you come to the conclusion you do.

. Please explain whether the 4.003-cent cost figure is designed to be a marginal

cost. If it is not, please explain the nature of the costing concept which it
embodies.

Please explain what worksharing the 4.003-cent figure is not sensitive to,
describing the specific nature of the work that may (or may not) be shared.
Please explain the extent to which you view it as important whether any
worksharing-type work that you identify is provided by the lowest-cost provider.
Please explain whether mailing a flat, as opposed to an identically prepared and
entered letter, causes the Postal Service to do work that could have been done
by the mailer.

Response:

a.

b.

Redirected to witness Miller, USPS-T-19

Redirected to witness Miller, USPS-T-19.

Redirected to witness Miller, USPS-T-19.

Redirected to witness Miller, USPS-T-19.

Redirected to witness Miller, USPS-T-19.

Generally speaking and putting aside the extraordinary circumstances of the
current case, it is important for the Postal Service to provide accurate and
consistent signals to the mailers regarding worksharing. The accuracy of these
signals is based on the cost savings that accrue to the Postal Service when the
work in question is performed by the mailers. Examples of such worksharing are

finer presorting, barcoding or dropshipping of mail. Who actually performs the
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work is not relevant to this exercise. Mailers can do the work themselves or
contract it out to a third party, based on their analysis of their own cost structure
and that of their contractors. One would expect that this worksharing will be
provided by a low-cost provider but, from the perspective of the Postal Service,
what is important is that mailers are provided the appropriate signals based on

the Postal Service’'s cost savings.

g. Redirected to witness Miller, USPS-T-19.
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VP/USPS-T28-7.

a. Forthe 15.726-cent worksharing-related unit cost referenced in VP/USPS-T28-5,

part a, please confirm that, according to library reference USPS-LR-J-61 in
Docket No. 2001-1, it is equal to a model unit cost of 15.329 cents times a Cost
and Revenue Analysis (“CRA") adjustment factor of 1.023 plus a worksharing
related fixed cost of 0.047 cents. If you do not confirm, please provide the
appropriate figure and give the source.

b. For the model unit cost of 15.329 cents referenced in preceding part a, please
provide a narrative description of the nature of this cost and answer the following
questions.

i. Is this 15.726-cent worksharing-related unit cost an estimate of a marginal
cost? If not, please explain the costing concept that guides this estimate.

ii. lIsthis 15.726-cent worksharing-related unit cost constrained or limited in
any way? If yes, please explain each constraint and the reason for it.

iii. If the associated rate for basic, non-prebarcoded, minimum-per-piece flats,
which is now 34.4 cents, were to be reduced and the volume were to
increase in line with the elasticity, please explain whether you would expect
the 15.726-cent figure to increase on a per-additional-unit basis.

iv. Is this 15.726-cent worksharing-related unit cost specifically designed or
estimated to relate to any particular concept of worksharing? If so, please
specify the piece of work that may or may not be shared.

v If this cost is related to any concept of worksharing, please describe the
nature of the signal in the rates that determines whether the piece of work
involved is or is not done by the lowest-cost provider.

Response:
a. Redirected to witness Miller, USPS-T-19.
b. Exceptb. v, Redirected to witness Miller, USPS-T-19.

v. Please see my response to your interrogatory VP/USPS-T28-6 subpart f.
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VP/USPS-T28-8. Please refer to VP/USPS-T28-3, part b. For the 4.201-cent unit cost
for delivery of Standard Regular Basic presort letters referenced therein, please provide
a narrative description of its nature. In your response, please include answers to the
following questions.

a.

b.

Is it in effect a bottom-up cost for delivery, or have adjustments been made? If
the latter, please provide a description of all adjustments.

Is this cost the same for nonprofit as for the commercial category? If so, does it
therefore recognize no differences in cost incurrence between these two
categories?

Does it include both in-office costs and street costs?

Is it designed to be a marginal cost? If not, please explain the theory that guides
its development.

Does it recognize both city routes and rural routes? How are these different?
Why is this cost contained under the heading, “Alternative Costs for Specific Rate
Design Purposes™? In your response, please state clearly what these purposes
are and what effect these purposes had on the cost.

Please confirm that the updated figure for this cost is 4.591 cents, 9.3 percent
higher than the current figure, found in file LR-K-101STDLTRS.xls of library
reference USPS-LR-K-101. If you do not confirm, please provide the correct
updated figure and identify its source.

Response:

a to g except f redirected to witness Abdirahman, USPS-T-21.

f.

I did not prepare the workpapers cited in the question, nor were they prepared
under my supervision, but | have examined them. The following represents my
understanding of this section of the workpapers. The costs shown in the section
of the workpaper entitiled "Alternative Costs for Specific Rate Design Purposes”
represent average mail processing and delivery costs for the specific mail
categories shown in the section. The cost item referenced in this interrogatory,
4.201 cents, represents the average delivery cost for a Basic Presort letter. It is
included in this section to calculate the average mail processing plus delivery

costs for the purposes of calculating the letter-flat cost differential. The mail
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processing costs for Basic Presort letters in this section of the workpaper
(though not the delivery costs) differ from the corresponding costs for Basic
Presort letters shown above this section of the workpaper due to different mail
mix assumptions. In other words, to calculate a true letter-flat differential it is
necessary to adjust the presort mix of letters within the Basic Letters category
to match the average mix for flats. Otherwise the cost differential would reflect
not only the letter-flat differential, but also the difference in presort between the

averages for flats and for letters.
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VP/USPS-T28-9.

a.

Please refer to VP/USPS-T28-3, part b. For the 13.474-cent unit cost for mail
processing of Standard Regular Basic presort letters referenced therein, please
confirm that the source of this unit cost is cell C13 of the “LETTERS SUMMARY"
sheet in file STANDARD.XLS file of library reference USPSLR-J-60 in Docket
No. 2001-1, and that it is a weighted average of the more disaggregated unit
costs in cells C14 through C17. If you do not confirm, please provide the
appropriate updated figure and give the source.

. On the "COST" sheet in file USPS-LR-J-132-WP1.xlIs of library reference USPS-

LR-J-132 in Docket No. 2001-1, cell F28, please explain why this 13.474-cent
cost for mail processing of Standard Regular Basic presort letters is contained
under the heading, "Alternative Costs for Specific Rate Design Purposes.” Please
provide an explicit statement concerning what such rate change purposes are
and what effect these purposes had on the cost.

Please provide a narrative description of the nature of this mail processing cost
of 13.474 cent referenced in preceding parts a and b.

Is this 13.474-cent unit cost an estimate of a marginal cost? If not, please explain
the costing concept it measures.

Is this 13.474-cent unit cost constrained or limited in any way? If yes, please
explain each constraint and the reason for it.

If the rate for Standard Regular Basic non-prebarcoded presort letters, which is
now 26.8 cents, were to be reduced and there were to be an associated volume
increase, in line with the appropriate elasticity, please explain whether you would
expect the costs behind the 13.474-cent figure to increase on a peradditional-unit
basis.

Is this 13.474-cent cost specifically designed or estimated to relate to any
particular concept of worksharing? If so, please specify the piece of work that
may or may not be shared.

. If this 13.474-cent cost is related to any concept of worksharing, please describe

the nature of the signal in the rates that determines whether the piece of work
involved is or is not done by the lowest-cost provider.

Please confirm that the updated unit cost for Standard Regular Basic presort
letters 1s 17.303 cents, 28.4 percent higher than the level in Docket No. 2001-1,
found the file LR-K-110.xls of library reference USPS-LR-K-110. If you do not
confirm, please provide the correct figure and its source.

Response:

Subparts a, c-e, f & i redirected to witness Abdirahman, USPS-T21.
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| did not prepare the workpapers cited in the question, nor were they prepared
under my supervision, but | have examined them. Please see my response to
VP/USPS-T28-8f.

| did not prepare the workpapers cited in the question, nor were they prepared
under my supervision, but | have examined them. If the question is meant to
elicit whether the 13.474-cent figure represents the difference in cost between
a workshared piece of mail and a non-workshared piece of mail, the answer is
no. Please see my response to VP/USPS-T28-8f.

Please see my response to VP/USPS-T28-9g.
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VP/USPS-T28-10.

a.

Please refer to Docket No. R2000-1, library reference PRC-LR-15, file WP1-
PRC-Hybrid.xls, sheet “RATE DESIGN SHEET,” cell DK25, which shows a
passthrough of 73 percent for the letter/flat differential, and please explain the
extent to which this Commission-recommended passthrough was the basis for
the 73 percent passthrough proposed in Docket No. R2001-1 by the Postal
Service, referenced in VP/USPS-T28-3, part a.

Please refer to Docket No. R2000-1, Opinion and Recommended Decision, page
339, 9 5382, where the Commission says, “with respect to the letter/nonletter
differential, the Commission believes it is appropriate to recognize more of the
reported cost difference, where this can be achieved without undue impact.”
Please explain the extent to which the Postal Service’s proposal to pass through
only 73 percent of the letter/nonletter differential in Docket No. R2001-1 was
responsive to the Commission’s opinion that “it is appropriate to recognize more
of the reported cost difference.”

Piease explain whether it is the Postal Service's position that it is fair, equitable
and appropriate to continue the passthrough of 73 percent by virtue of the
across-the-board nature of the proposal in this case, losing this opportunity to
take a step in a direction that the Commission has explained is “appropriate.”
Please explain whether the letter/nonletter cost differential is related to
worksharing (i.e., is related to a piece of work which could be done by either the
Postal Service or the mailer). If so, please identify the specific type of
worksharing.

. Please explain whether it is the Postal Service's position that the passthrough of

the letter/nonletter cost differential into rates should be limited to 100 percent. If
so. please explain the basis for this limit, drawing where appropriate on notions
of fairness, lowest combined cost, and efficient component pricing.

Please refer to Docket No. R90-1, where the letter/flat rate differential was first
recommended (Op. & Rec. Dec., p. V-230, § 5941). The Commission referred to
establishing a new discount, “especially one based primarily on physical
characteristics of the mail and not on traditional worksharing concepts.” Please
explain the Postal Service's position concerning the extent to which letters and
flats should be viewed essentially as separate products, in separate but related
markets, with cross elasticities similar to those for other separate-but-related
products, and with costs and production facilities that are essentially separate or
at least different in character.

Response:

a.

| did not prepare the workpapers cited in the question, nor were they prepared
under my supervision, but | have examined them. | have examined the relevant

portion of the testimony of witness Moeller (USPS-T-32), who sponsored the
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workpapers from Docket No. R2001-1 cited in the question. Based on the
materials | have examined, | can confirm that in both instances the passthrough
was 73 percent. These documents do not describe the extent to which the
recommended passthrough in Docket No. R2000-1 was the basis for the
proposed passthrough in Docket No. R2001-1.

In proposing a passthrough percentage, many factors are taken into account.
The opinion expressed by the Commission in the prior rate case is given
serious consideration and weight in developing the Postal Service’s proposal.
In giving the Commission’s opinion its due weight, the opinion is interpreted
within the context of factors that existed when the opinion was given, rather
than as an absolute directive, binding under all circumstances. In general, the
Postal Service attempts to respond to the Commission’s opinions in light of the
totality of conditions and circumstances that are present at the time the Postal
Service makes its decisions. | was not involved, either directly or indirectly, in
developing the specified passthrough percentage in Docket No. R2001-1 and |
do not know all of the factors, circumstances and considerations that went into
the selection of the proposed passthrough percentage (see my response to
VP/USPS-T28-10a). Therefore | am unable to characterize the degree to which
the proposal in Docket No. R2001-1 responded to the Commission’s opinion in
Docket No. R2000-1.

Yes, but | would disagree with the characterization of this rate request as a lost
opportunity. Witness Potter (USPS-T-1) has stated that, absent the statutory
escrow requirement, the Postal Service would not have filed any general rate

case at this time. The Postal Service intends to consider necessary and
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appropriate changes in classification and rate relationships when it files its next
omnibus case.

The cost differential is intended to reflect the mail processing cost differences
between letters and flats, rather than worksharing as the term is normally
understood.

If the question refers to an absolute limit that cannot be breached in either
direction, regardless of circumstances, the answer is no.

The Postal Service views letters and flats as different shapes, and supports
different rate treatment when appropriate, based on identifiable mail processing
and delivery cost differences and other relevant factors. The Postal Service has
not take{lthe position that letters and flats should necessarily be viewed as
different products, since they often share close, if not identical, market
characteristics, despite the fact that they may be treated for mail processing

purposes as separate mail streams.
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VP/USPS-T28-11. Please refer to Docket No. R2000-1, Opinion and Recommended
Decision, page 390, 1 5533, where the Commission states:

The Commission begins the rate design process assuming equal
implicit markups. This is a neutral starting position which seems

to be implied by § 3622(b)(1), a fair and equitable schedule. It is
consistent with the Commissions general policies that the rates for
each rate category be above cost; that rates reflect the costs
developed in the record; and that rate design results in

identifiable relationships between rate categories. Equal implicit
markups, however, are only a starting place, and often may not

be practicable or appropriate. The Commission frequently has
good reason to depart from them in actual practice.

- Please explain whether you believe that the rate design for letters and flats

should begin with equal implicit markups, and “depart” only for good reason.

. Please explain why it is fair and equitable to depart from equal implicit markups

for letters and flats and limit the passthrough to 73 percent.

Please explain whether it is appropriate to view the deliberate selection of a
passthrough for the letter/flat differential that is below the cost coverage of the
subclass and/or that is below 100 percent as elevating the rates for letters so that
the rates for flats can be lower.

. Please explain how elevating the rate for a letter above the rate that the

Commission says it "begins with” helps set appropriate rates for letters.

Response:

a.

The Postal Service believes that the requirement to maintain a fair and
equitable schedule of rates is a requirement that pertains to the final rates
themselves and not to the process used to arrive at the rates. In general the
Postal Service's view is that it is appropriate to begin with the existing rates,
since those rates have already been determined to be fair and equitable by the
Commission.

Please see my response to VP/USPS-T28-11a.

Not necessarily. To take this view, one would have to assume that if the
passthrough percentage were set at 100 percent or at the cost coverage of the

subclass, the rates for letters would be lower, and vice-versa. This assumption
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cannot be made without specifying a host of other assumptions. It would not be
reasonable to make these assumptions unless provided with all the detailed
circumstances pertinent to the rate case in question.

Please see my response to VP/USPS-T28-11a.
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VP/USPS-T28-12.

Please consider the case of the letter/nonletter rate differential, which was first
established with a passthrough of 50 percent in Docket No. R90-1 (Op. & Rec. Dec., p.
V-230, 1 5941), which the Commission stated it does not view as a worksharing
differential, and which the Commission subsequently stated should have a passthrough
greater than 73 percent. Please note that in recommending a letter/nonletter differential
that went from zero percent to 50 percent in one step, the Commission said that this
“adjustment mitigate[d] the rate increase for required flats.” In view of the Commission’s
stated position, as cited above, please explain:

a.

b.
C.

How many years should it take to get this differential up to a level of at least 100
percent?

How should the maximum size of each step toward that goal be determined?
Does the Postal Service believe that the rationale for the notion of an across-the-
board increase should override these considerations and put off once again an
opportunity to take further steps that would increase this passthrough?

Response:

a.

This question cannot be answered in the absolute. Each time it proposes
Standard Mail rates, the Postal Service evaluates the proposed letter-flat rate
differential in light of many factors, including the previous rate relationship, rate
of change in rates, and other factors, as well as the cost differential. The Postal
Service does not believe that a rigid timetable, or predetermined set of steps,
best serves the interests of all its customers.

Please see my response to VP/USPS-T28-12a.

The Postal Service believes that its rationale for the propoSed across-the-board
rate increase is justified and most appropriate under the unique circumstances
of this case. See the testimony of witness Potter (USPS-T-1). The Postal
Service intends to address the letter-flat differential, along with other pertinent

rate relationships when it files its next omnibus rate case.
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VP/USPS-T28-13. Please refer to Exhibit USPS-28A, page 16, Table 5, where you
propose for Standard Regular letters a presorted Basic rate of $0.282 and a 3/5-digit
rate of $0.261. The current Standard Regular 3/5-digit discount of 2.0 cents would be
increased to 2.1 cents under the Postal Service's proposal.

a. Please confirm that the rate differential of 2.0 cents between Presorted Basic and

Presorted 3/5 is developed, after rounding, by applying a passthrough of 158
percent to a cost difference of 1.238 cents, as shown in cells E21 through G21
on the “PRE DIS" sheet of file USPS-LR-J-WP1.xlIs in library reference USPSLR-
J-132 of Docket No. R2001-1. If you do not confirm without reservation, please
explain the origin and the development of the current 2.0-cent figure and also
explain the use made of the above-referenced cells.

. Please confirm that the 1.238-cent cost differential is the difference between a

cost for Basic letters of 13.913 cents (equal to the sum of 4.201 cents for delivery
and 9.712 cents for mail processing) and a cost for 3/5-digit presort letters of
12.675 cents (equal to the sum of 4.418 cents for delivery and 8.257 cents for
mail processing), as shown on the ‘COST' sheet of the file and library reference
cited above. If you do not confirm without reservation, please explain the origin
and the development and the components of the 1.238-cent cost differential.

Response:

a.

I did not prepare the Docket No. R2001-1 workpapers cited in the question, nor
were they prepared under my supervision, but | have examined them. | can
confirm the calculation described in the question.

| did not prepare the Docket No. R2001-1 workpapers cited in the question, nor
were they prepared under my supervision, but | have examined them. | can

confirm the calculation described in the question.
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VP/USPS-T28-16.

Please consider the following hypothetical. Suppose that: (i) a subclass has two
categories of equal volume; (ii) the average unit cost of the subclass is 10 cents; (iii) the
identified cost difference between the two categories is 4 cents (meaning that cost
differences not studied by the Postal Service could exist and, if recognized, would make
the known cost difference greater than 4 cents); and (iv) the cost difference of 4 cents is
to be used on a defensible basis to de-average and institute separate rates for each of
the two categories.

a. Would you agree that the information known about the two categories suggests
an implied unit cost for the higher-rated category of 12 cents and an implied unit
cost for the lower-rated category of 8 cents? That is, 8 cents and 12 cents are
implicit unit costs for each category, implied by what is known about the
average cost, the difference in cost between the two categories, and the volume
of each category. If you do not agree, please state all reasons for disagreement
and explain why the implicit unit cost for each category cannot be developed in
the manner described.

b. For any rate categories of ECR and/or Standard Regular mail, has the Postal
Service developed any estimates of implicit unit costs, based on estimates of
cost differences or cost avoidances, along with any identified and understood set
of assumptions, either on a basis similar to that described in preceding part a or
on any other basis? If the answer is yes, please provide them. If the answer is
no, please explain why such a seemingly relevant figure has not been developed.

c. Please suppose that a cost coverage of 100 percent were to be selected for a
subclass, and all passthroughs associated with discounts, as well as any other
rate differences based on cost differences, were set at 100 percent. Would you
agree that the result would be a set of at-cost rates, taking “at-cost rates” to
mean that the rates are equal to costs, with no markups? If you do not agree,
please state all reasons for disagreeing and identify any difficulties that, in your
opinion, cannot be dealt with by making plausible assumptions and then stating
that the results are contingent on those assumptions.

d. Has the Postal Service developed such an at-cost set of rates for any categories
of ECR or Regular Standard mail, possibly including stated assumptions about
how to set at-cost pound rates and how at-cost Nonprofit rates should be
developed? If the answer is yes, please provide them. If the answer is no, please
explain why such a seemingly relevant figure has not been developed.

Response:
a&b.  The Postal Service has proposed and the Commission has recommended de-

averaging between rate categories and established new subclasses based on
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Page 2 of 4
market characteristic and cost differences in the past, and are expected to do
so when circumstances warrant. The purpose of this particular filing is not to
enter into a discussion on the merits of rate design and classification changes.
As stated in witness Potter’s testimony, the focus of this case is narrowly
defined, i.e., to generate enough revenue to fulfill the mandated escrow
requirements.

Further, even if this rate proposal did not involve the special
circumstances explained by witnesses Potter (USPS-T-1) and Robinson
(USPS-T-28), rate design does not require the determination of implicit costs by
rate category within a subclass. The Postal Service has not developed costs in
the manner described. Regarding the hypothetical example provided in your
question | would like to offer a few observations.

Our data systems develop reasonably reliable marginal (and incremental)
costs for the subclasses. Workshare cost savings are estimated using special
cost models isolating specific workshare parameters such as finer presort,
automation compatibility (barcodes and machinabilty) and dropshipment of mail
closer to destination. These studies allow the Postal Service to recognize the
efforts of mailers to make mail cheaper for the Postal Service to process,
transport, and deliver.

Second, average cost differences are not always due to cost avoidances.

Cost differences can accrue due to valid cost avoidances caused by the

additional work performed by the mailers or they could occur because of the



- RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND

VALPAK DEALERS' ASSOCIATION, INC.

Page 3 of 4
inherent characteristics of the two categories being compared. For instance,
savings due to a certain worksharing parameter, e.g., presence of the barcode
on a mail piece, could be estimated to be a negative number if the mail mix is
not held constant in order to estimate the savings. In other words, barcoded
mail as a group could cost more to process than non-barcoded mail. This is
obviously an extreme example but one within my range of experience.

Third, the premise set forth in item (iii) of the question is flawed. Identified
cost differences are just that: cost differences that can be identified. If the cost
differences that could be identified amounted to four cents, then we should be
unable to say a priori whether other unidentified cost differences would serve to
augment the identified cost differences (as assumed in (iii)) or diminish them.
Because of this limitation, the concept of implicit unit costs based, as it is, on
‘identified’ cost differences can only have a limited use for the purposes of
developing pricing.

No, the rates would not all necessarily be at 100 percent of total costs, by
category, unless the hypothetical situation is defined as knowing that all of the
remaining cost grouping (beyond the subset that has the 4-cent differential) are
equal for all rate categories.

The Postal Service has not developed such a set of at-cost rates. Given

that Standard Mail is required to make a significant contribution to the Postal

Service’s institutional costs (over $9 billion, according to witness Robinson
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(USPS-T-27)), developing a set of rates that would yield absolutely no

contribution would be pointless.
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VP/USPS-T28-17. Please address the following questions relating to costs, economic
efficiency, and competition:

a. Does the Postal Service agree that, laws permitting, competitors are more likely
to compete for categories of mail that are priced substantially above cost than for
categories of mail that are only moderately above cost, i.e., the distance above
cost, however expressed, is related to the likelihood and the intensity of
competition? If not, please explain your reasons.

b. Does the Postal Service agrees that the costs underlying rate categories,
particularly if they are estimates of marginal costs, are the appropriate links of the
rates to the efficiency of resource allocation and to notions of economic efficiency
in rates, and that this fact adds substantially to the importance of costs. If not,
please provide all reasons for disagreeing and explain how interests in such
efficiency and efficiency-related notions should be examined.

c. Does the Postal Service agree that, except for consideration of externalities, it
would be most economically efficient to set rates equal to marginal costs, even
though that may not be a permissible option under current law? If not, please
provide references to the economic literature showing that economic efficiency
requires that rates be set at some other level.

d. Please assume that there are no cross elasticities and that all own-price
elasticities are at the same non-zero level. Now consider two markup measures:
Measure A is the per-piece (unit) markup, as in the rate being 6 cents above
cost, and Measure B is the percentage markup, as in rates being 30 percent
above cost (implying a cost coverage of 130 percent).

(i) If one were interested in improving the efficiency of resource allocation
and in reducing losses in economic efficiency, please explain which of

the two measures would be most useful in gauging the distance of the

rates from their costs, i.e., which measure of distance-above-costs is
indicative of the efficiency loss associated with the rate?

(i) Under the elasticity assumptions of this question, would you agree that
all rates should have the same percentage markup, but not the same perpiece
markup. If you do not agree, provide references to the economic

literature supporting your position. '

(iii) Please explain whether you agree that, even if the elasticity assumptions
are relaxed and the efficiency formulas become more complex, it is still
measure B and not measure A that has a reasonably simple and
straightforward relation to notions of economic efficiency.

(iv) Please explain whether you agree that under notions of economic
efficiency, absent externalities and cross elasticities, one could say that

the more elastic products would have a lower measure B (cost coverage)
but one could not say whether the more elastic products would have a

lower measure A (per-piece (unit) markup).
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Response:

a.

If the costs in question are the Postal Service's costs, the answer is not
necessarily. The relevant price-cost margins to a competitor would be (i) the
margin between the prices and the competitor's own costs and, (ii) the margin
between the prices and other competitors’ costs. If the costs in question are

those of the competitors themselves, it is reasonable to assume that, over

some range, higher prices would stimulate competition, ceteris paribus.

The Postal Service agrees that the relationship of marginal costs to rates
is a fundamental relationship in determining whether pricing will promote
efficient resource allocation. This important role underlines the importance of
accurately determining the relevant costs, particularly marginal costs.

Not necessarily. It is well known that for businesses where marginal costs
are below average costs (typical of network-based firms like the Postal
Service), setting prices equal to marginal costs would not generate enough
revenue to cover the firm’s total costs. To continue to operate over the long
term, a subsidy would be necessary. The funds for the subsidy would have to
be raised by taxes, which themselves (except for the lump-sum tax) impose
their own economic inefficiencies and distortions. It is an open question
whether marginal cost pricing requiring subsidies would be the most
economically efficient pricing scheme for a network-based business.

The problems of marginal cost pricing for firms with falling average costs
are well understood in Economics and are presented in undergraduate
textbooks. See, for example, the introductory Economics textbook, Economics
by Paul Samuelson and William Nordhaus, McGraw-Hill, 1989, Chapters 24
and 33.
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VP/USPS-T28-18.

Please refer to the following statement from the Commission’s Opinion and
Recommended Decision in Docket No. MC95-1, pages V-161-62, § 5388, in reference
to a separate automation subclass of Standard Mail:

The alternative of creating separate subclasses and considering
the issue of lowest combined cost when selecting the associated
markups is not a rational alternative. Selecting the markups in
such a constrained way provides rates that are no different from
those that result from offering worksharing discounts through rate
categories.... One has to question the logic of creating subclasses
and then constraining the outcome in accordance with a result that
would be obtained without creating the subclasses.

a. Please explain whether the cost coverages of the current ECR and Regular
Standard subclasses, whose relative levels are being perpetuated by the across-
the-board proposal, are or should be constrained in any way to achieve “a result
that would be obtained without creating the subclasses.”

b. Has the Postal Service done any analysis to determine whether the proposed
ECR rates differ from those that would likely exist if ECR had not been made into
a separate subclass? If so, please provide that analysis.

c. Suppose it were shown convincingly that the current ECR rates are higher than
the rates for equivalent rate categories would be if a separate subclass had not
been created. How would you view such a finding, and what should be done
about it? Please provide all reasons for the view taken.

d. If an ECR subclass had not been created, and the category passthroughs were
100 percent in line with oft expressed Postal Service and Commission
preferences for mature subclasses, do you believe that the per-piece (unit)
markups for the various categories would be approximately equal? If you
disagree, please state all reasons for disagreeing. (For purposes of this question,
the per-piece (unit) markup of a category is the revenue of the category minus
the implicit cost of the category. The implicit cost of the category is the cost
implied by the cost of the parent subclass and the cost differences to which the
passthroughs are applied. For example, if a subclass costing 10 cents were
composed of two equal-size categories with a cost difference to be used for
ratesetting purposes of 4 cents, it would be implied that the cost of one category
is 8 cents and the cost of the other category is 12 cents. See also Op. & Rec.
Dec., Docket No. R2000-1, p. 390, ] 5534.)

e. Has the Postal Service done any analysis comparing the implicit per-piece (unit)
markups for the rate categories within ECR mail? If so, please present that
analysis.

f. Has the Postal Service done any analysis comparing the implicit per-piece (unit)
markups for the rate categories within Standard Regular mail? If so, please
present that analysis.
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g. Forthe proposed rates, please provide a table showing the implicit per-piece

(unit) markups for each rate category within ECR and Regular Standard mail.

Response:

a&b.

Redirected to witness Robinson, USPS-T-27.

The Postal Service believes that pricing, though guided by general overarching
principles, must address the contemporaneous needs of the Postal Service and
its customers. The Postal Service finds itself in a different world today than
when the ECR subclass was created, and its pricing proposals since then have
responded to the situations as they presented themselves over time. It is
impossible to say with any reasonable certainty what the appropriate rates for
mail that currently uses the ECR (or any other) subclass would have been
today had no separate subclass been developed. Since the premise of the
question is impossible to verify, the question itself becomes purely speculative
and unanswerable.

Please see my response to VP/USPS-T28-18c. The question is purely
counterfactual and does not specify all the factors and information the Postal
Service takes into account when it makes its pricing proposals. Without
complete information, any specific response would be impossible.

No.

No.

The Postal Service has not produced such a table.



650
. RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND
VALPAK DEALERS’ ASSOCIATION, INC.

VP/USPS-T28-19. Please refer to spreadsheets “COST” and “NCOST" in files USPS-
LR-J-131-WP1.xls and USPS-LR-J-131-WP2.xls, respectively, of library reference
USPS-LR-131 in Docket No. R-2001-1, which provide cost information behind the
current commercial ECR and Nonprofit ECR rates that are proposed to be increased by
any an approximately equal across-the-board percentage amount in this docket.
Column G in each or the two above-referenced spreadsheets shows delivery costs.
Please provide a specific source for each delivery-cost cell in both sheets; i.e., one for
commercial ECR and the other for Nonprofit ECR. Note that the source for these
delivery cost data shown on the each respective spreadsheet may not be correct. Note
also that library reference USPS-J-LR-117 in Docket No. 2001-1 is a candidate source,
but does not appear to show separate costs for commercial ECR and Nonprofit ECR.

RESPONSE:

| did not prepare the workpapers cited in the question, nor were they prepared under my -
supervision, but | have reviewed the spreadsheets cited in the question. | have also

noted that these spreadsheets were replaced by updated versions during the course of
Docket No. R2001-1. The updated versions of the spreadsheets are available on the
Commission’s website for Docket No. R2001-1, in the Library References section under
USPS-LR-J-131, by accessing the link entitled Notice of Filing Errata to USPS-LR-J-

131. dated 1/3/2002. The updated spreadsheets give identical delivery costs for ECR

and NECR and show the specific sources for the data in Footnote (2) on each
spreadsheet. The sources cited in those footnotes are: USPS-LR-J-58, Workbook LR-J-

58 xls, Summary and USPS-LR-J-117.xls, Table 1. | do not know the source of the

previous, erroneous data.
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VP/USPS-T28-20. Please consider the current rate relationships for non-dropshipped
(nationwide) letters, focusing specifically on the prebarcoded 5-digit rate in the
Standard Regular subclass, and in the ECR subclass on the Basic carrier route rate and
the prebarcoded Basic carrier route rate, relationships which would be perpetuated
through the across-the-board approach behind the proposed rates. The specific rates
involved are shown in the following table, in cents per piece:

Standard Regular Standard ECR Standard ECR

Barcoded 5-digit CR Basic Barcoded CR Basic
Current 18.0 19.4 171
Proposed 20.0 20.4 18.0

Please refer to the testimony of Postal Service witness Laraine B. Hope, Docket No.
R2001-1, USPS-T-31 at pages 2-3, where she states: “An example of an appropriate
rate relationship is that the proposed ECR basic letter rate is slightly higher than the 5-
digit automation letter rate in the Regular subclass. This maintains the current rate
relationship and encourages the use of automation by mailers.” Witness Hope’s
statement suggests that the ECR Basic rate (19.4 cents) should be slightly higher than
the barcoded 5-digit rate (19.0 cents). in order to encourage the use of automation.

a. Please explain whether the Postal Service is concerned that if the rate relation
between these two were in the opposite direction, some barcoded 5-digit letters
might leave the automation program and convert to ECR Basic letters. If this is a
matter of concern, please explain the ways in which a mailer of barcoded 5- digit
letters might succeed in qualifying for the ECR Basic rate.

b. If there is concern that Standard barcoded 5-digit letters might leave the Standard
barcoded 5-digit category and move to the ECR subclass, please explain why the
logical place to move would not be the barcoded ECR Basic category instead of
the ECR Basic category.

c. Ifthereis concern that Standard barcoded 5-digit letters might move to the
barcoded ECR Basic category, please explain how this would have a negative
effect on the Postal Service's automation program.

d. Ifthereis a desire to encourage ECR Basic letters to move to the Standard
barcoded 5-digit category, please explain why the logical automation category for
these pieces would not instead be the barcoded ECR Basic category.

e. Ifthere is concern over some other movement among the rate categories
discussed above, a movement not mentioned herein, please explain what that
movement is and the basis for the concern.
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RESPONSE to VP/USPS-T28-20 (continued):

a.

The rate design reflects the concern that 5-digit automation letter preparation is
preferable (from a mail processing point of view) to Basic ECR preparation (5-digit
automation letter mail can much more readily be sequenced with other letter,
thereby enhancing overall automated sorting.) If a mailer of 5-digit automation
letters has the density to qualify for ECR, which is likely, then the mailer could
qualify for ECR prices.

The automation rate category in ECR is of limited availability, so it is not a logical
place to which 5-digit letters would move.

See the response to subpart (b). To the extent that pieces move to the Automation
Basic category, this is not necessarily a negative for the automation program.
Again, these items can be readily sequenced with other automation letters. In
most instances, basic ECR letters have to be merged manually with other letters.
See the response to subpart (b). Basic Automation in ECR is only for those
locations where carrier route preparation is advantageous over 5-digit preparation,
so it is not the logical category.

Not applicable.
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1 VP/USPS-T28-21. Please suppose the rates for (i) ECR Basic letters and (ii) Regular
prebarcoded 5-digit letters (rates also referenced in VP/USPS-T28-20) were based on
their costs and a markup rooted in an independent application of the non-cost factors in
the Postal Reorganization Act, with an outcome that the ECR Basic rate were lower
than the Regular prebarcoded 5-digit rate.

a.

Please explain whether it is the Postal Service’s position that an additional layer of
rate design guidance should be applied in order to push the ECR Basic rate for
letters higher so that any mail using the rate is precluded from receiving
recognition of its costs and the independent application of the non-cost factors in
the Postal Reorganization Act. If this is the Postal Service’s position, please
explain all reasons and bases for this position.

If the layering described in part a is the Postal Service's position, please explain
how it is fair to mailers using the ECR Basic rate, who must accordingly pay higher
rates.

Please explain whether the Postal Service sees elevating the cost coverage of the
ECR subclass as one way to help achieve a rate for ECR Basic letters that is
higher than the rate for Regular prebarcoded 5-digit letters. If so, please explain
the basis for this higher coverage and how it is fair to mailers of other letters using
the ECR subclass, to ECR mailers of non-letters, and to mailers of all Nonprofit
ECR materials.

Within the confines of a specific cost coverage for the ECR subclass, please
explain whether the Postal Service agrees that any process of elevating the ECR
Basic letter rate at the same time necessarily has the effect of providing lower
rates for the non-letters in ECR. If it does agree, please discuss and explain the
basic economic fairness of elevating letter rates in a way that provides lower rates
to non-letters. If it does not agree, please explain the steps that are taken, and the
steps that should be taken, to make it otherwise.

If the Postal Service has an interest in achieving a rate for ECR Basic letters that is
higher than the rate for Regular prebarcoded 5-digit letters, please explain why it is
not just as logical and just as fair to artificially lower the rate for 5 Regular
prebarcoded 5-digit letters as it is to artificially increase the rate for ECR Basic
letters.

RESPONSE:

a.

No. The question appears to suggest that the Postal Service uses an “additional
layer” of rate design guidance after all the cost and non-cost factors of the Postal
Reorganization Act have been applied. This is not the case. The Postal Service's
view is that both cost and all of the other pricing factors in the Act give guidance to
the rate design below the subclass level. The rates for ECR Basic letters, including

the relationships of these rates to
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RESPONSE to VP/USPS-T28-21 (continued):

other rate categories, appropriately recognize both the category’s costs as well as
non-cost factors.

Please see my response to subpart (a).

Redirected to witness Robinson.

While | do not accept that the rate setting methodology outlined in the question
accurately or adequately describes the Postal Service’s rate setting approach, |
can attempt to respond to the question as an abstract hypothetical. All else equal,
a higher price for the Basic tier could lead to lower prices for at least some of the
other rate categories in High-Density or Saturation. It does not necessarily mean
that nonletters in those categories would have lower prices.

Please see my response to VP/USPS-T28-20. The Regular Automation 5-digit
letter rate is not the sole (or even a major) reference point in the rate design for
ECR Basic letters. Rate relationships, including the relationships between ECR
Basic letters and Regular Automation 5-digit letters, are taken into account in the
rate design for both rate categories, and may merely involve a check to see if the

appropriate relationship is present at the end of the rate design process.
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VP/USPS-T28-22. One could argue that Standard ECR rates (including those for ECR
Basic letters) might be lower than Standard Regular rates (including those for
Prebarcoded 5-digit letters) due to factors such as lower costs, higher elasticity, lower
value of service, the recognition of competition, the recognition of market
characteristics, and an interest in making the rates more market-based, much as the
Postal Service argued in support of the creation of the ECR subclass in Docket No.
MC95-1.

a. Ifthe ECR rates are elevated on some other basis to make them higher than
certain non-ECR rates, please explain whether it would be the Postal Service’s
position that mailers using the elevated rates, including Nonprofit ECR mailers,
would be deprived of having these various factors recognized in their rates.

b. In Docket No. MC95-1, in support of creating a separate ECR subclass, the Postal
Service argued that the “Current Subclasses Are Heterogeneous,” that “Efficient
Mail Pays [a] Disproportionate Contribution,” that “Efficient Mail Is Most
Susceptible to Non-USPS Delivery,” that “Efficient Mail Must Be Retained to
Maintain Reasonable Rates for All,” that “the most likely incursions into the existing
customer and volume base will occur in those areas where the unit cost for
delivery is less than the average but is not adequately reflected in price, giving
competitors an opportunity to price their services to attract the 6 lower cost Postal
Service products out of the mailstream,” that “The Enhanced Carrier Route
subclass is a first step to counter that competitive strategy,” and that “The most
vulnerable volume in the mailstream today is that which exhibits a higher degree of
delivery density than average, because high delivery density will produce a lower
than average unit delivery cost for a competitive hard copy delivery service.”
(Docket No. MC95-1, Direct Testimony of Postal Service witness Charles McBride,
USPS-T-1, pp. i and 29-30, emphasis added.)

(i) Do you believe that, when the Postal Service made these arguments, it
believed the rates for ECR mail generally would be lower than they would be
without the creation of the new subclass?

(i) Do you believe that, in Docket No. MC95-1, the Postal Service anticipated
that the rates for ECR mail would be elevated so that certain rate elements
could be higher than related portions of non-ECR mail?

(i)  When the Postal Service said that creating ECR is a “first step,” please
explain what you believe that the additional steps would be, and, over what
time frame these steps might occur, and whether these steps would involve a
lowering of the ECR markup and the ECR rates.

(iv)  Please explain the extent to which the Postal Service does or would at
some point regard creation of the ECR subclass as unsuccessful in
achieving its objectives as stated above if ECR rates are not lower than they
would have been without the creation of the ECR subclass.
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RESPONSE to VP/USPS-T28-22:

a. Please see my response to VP/USPS-T28-20. | would observe that ECR rates are

much lower than Standard Mail Regular rates on the whole. It would be inaccurate

to interpret the Postal Service’s arguments in Docket No. MC95-1 to mean that

every ECR rate element would always fall below every Regular subclass rate

element. Specific ECR rate categories (as well as specific non-ECR rate

categories) are developed taking into account the factors cited in the preamble to

this question together with all the other cost and non-cost pricing factors cited in

the Postal Reorganization Act.

b. (i)
(i)

(i)

Yes.

| am not in a position to know, nor do | have any information to inform me,
whether the Postal Service, in 1995, anticipated the future rate relationship
between 5-digit automation and Basic ECR. | would note that for me, itis
difficult to predict with certainty that particular rate relationships are
sacrosanct given a dynamic environment.

When the Postal Service proposed creating a separate ECR subclass, the
idea was to develop a mechanism that would more easily allow the specific
cost and market characteristics to be accounted for in rates. When the Postal
Service described the subclass creation as a “first step,” it had building this
capability in mind, rather than a particular succession of subsequent “steps”
with an accompanying timetable for implementation.

Regarding ECR rates, | would note that the price of a DSCF saturation letter
has increased only 3.3 percent in nominal terms in the ten years since
January of 1995. For comparison purposes a commercial Regular subclass
presorted rate DSCF 3/5 letter increased 32.1 percent and a Regular
automation DSCF 3-digit letter increased 14.2 percent. Over the same period
the CPl increased 26.9 percent. This means that the real price for ECR
saturation letters decreased by 18.6 percent. Similar results hold for non-drop
shipped letters: ECR
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RESPONSE to VP/USPS-T28-22 (continued):

(iv)

saturation letters increased 7.0 percent compared to 31.9 percent for
presorted 3/5 letters and 16.0 percent for automation 3-digit letters. | believe
that the creation of the ECR subclass has been successful in holding down
the real price of ECR letter mail since its creation.

Please see my response to subpart (iii). | have seen no evidence suggesting
that rates for pieces in today’s ECR would have been lower today had the
ECR subclass not been created, so | see no reason for the Postal Service to
conclude that the ECR subclass has been unsuccessful in achieving its

objectives.
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VP/USPS-T28-28. Please refer to USPS-LR-K-115, workbook
USPST28Aspreadsheets.xls, and to USPS-LR-K-114, the latter showing final “Markups”
and “Markup Indices.”

a. On speadsheets such as “S-7 Comm. Piece-Pound Dist.-BY,” please
confirm that the volumes shown for “Nonmachinable” letters are shown for
purposes of applying the surcharge only and that the same volumes aiso
are included in the corresponding categories of “Presorted” letters. Please
explain fully any non-confirmation.

b. Please explain whether the “Markups™ and “Markup Indices” shown in
USPS-LR-K-114 include the fees in the revenues used to calculate them.
if they do not, please provide a revised reference showing the markups
and indices with the fees included.

C. Please provide a source for each of the percentage figures in

columns D and E of the second sheet of USPS-LR-K-114.

RESPONSE:
a Confirmed.
b. Redirected to witness Robinson.

c. Redirected to witness Robinson.
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VP/USPS-T28-29. Note 2 of Rate Schedule 321B says: “Letters that weigh more than
3.3 ounces but not more than 3.5 ounces pay the nonletter piece and pound rate but
receive a discount off the piece rate equal to the applicable nonletter minimum piece
rate minus the applicable letter minimum piece rate corresponding to the correct presort
tier.” Similar notes appear in Rate Schedules 322, 323B, and 324.
In view of the above statement found in notes to Rate Schedules 321B, 322, 323B, and
324, please refer to USPS-LR-K-115, workbook USPST28Aspreadsheets.xls, and
explain whether the rate entries indicated below conform with that statement:

(i) Sheet ‘S-17 Adjusted Comm. Rates,’ cells 111 through K11;

(i) Sheet 'S-20 Adjusted Nonprofit Rates,’ cells 110 through J10 and 113 through

K13;
(i)  Sheet ‘ECR-16 Adjusted ECR Rates,’ cells 110 through L10; and
(iv)  Sheet 'ECR-19 Adjusted NECR Rates,’ cells [11 through L11. 15

RESPONSE:

(1) No. The per-piece rate elements in question were developed by applying the
proposed 5.4 percent increase factor to current rate elements and then
rounding the result to tenths of a cent, rather than by applying the formula.
Had the formula been applied, each of the per-piece rate elements in
question would have been equal to $0.069, rather than $0.070. The Postal
Service believes that either approach yields reasonable and fair rates and
that the two sets of rates are not significantly different in terms of their impact
on mailers or on Postal Service revenues.

(i) No. The per-piece rate elements in question were developed by applying the
proposed 5.4 percent increase factor to current rate elements and then
rounding the result to tenths of a cent, rather than by applying the formula.
Had the formula been applied, each of the per-piece rate elements cited in
row 10 of the workpapers would have been equal to $0.026, rather than
$0.025, and each of the per-piece rate elements cited in row 13 of the
workpapers would have been equal to ($0.007), rather than ($0.006). The
Postal Service believes that either approach yields reasonable and fair rates

and that the two
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RESPONSE to VP/USPS-T28-29 (continued):

(iif)

(iv)

sets of rates are not significantly different in terms of their impact on mailers
or on Postal Service revenues.

No. The per-piece rate elements in question were developed by applying the
proposed 5.4 percent increase factor to current rate elements and then
rounding the result to tenths of a cent, rather than by applying the formula.
Had the formula been applied, each of the per-piece rate elements in
question would have been equal to $0.048, rather than $0.047. The Postal
Service believes that either approach yields reasonable and fair rates and
that the two sets of rates are not significantly different in terms of their impact
on mailers or on Postal Service revenues.

No. The per-piece rate elements in question were developed by applying the
proposed 5.4 percent increase factor to current rate elements and then
rounding the result to tenths of a cent, rather than by applying the formula.
Had the formula been applied, each of the per-piece rate elements in
question would have been equal to $0.028, rather than $0.027. The Postal
Service believes that either approach yields reasonable and fair rates and
that the two sets of rates are not significantly different in terms of their impact

on mailers or on Postal Service revenues.
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VP/USPS-T28-31. Rate Schedule 321A, note 6, and Rate Schedule 321B, note 4, state:

“Add $0.015 per piece for pieces bearing a Repositionable Note as defined in
Classification Schedule 321.8."

a. Please explain whether this “note” also should appear in any other Rate
Schedules of Standard mail.
b. Will the revenue from Repositionable Notes accrue to the category of

Standard mail in which they are used? Please explain any answer that is
not an unqualified affirmative.

C. Please explain how and where the revenue from Repositionable Notes is
recognized in the Postal Service’s proposal.
d. Please explain when and in what form information relating to the volume

and revenue of Repositionable Notes will become available.
RESPONSE:
a. Yes. Appropriate RPN notes should have been included in Standard Mail schedules

322, 323A, 323B, and 324.

b. Yes.

c. Repositionable Notes revenue is not projected in this docket since RPN service has
only been recently introduced and is currently undergoing testing in the form of a
one-year market test. There was no projection of revenue in the RPN case, and itis
not expected to have a significant impact in the Test Year.

d. See Docket No. MC2004-5, USPS-T-1, page 6, “Data Collection Plan.”
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VP/USPS-T28-32. Rate Schedule 321A, note 5 says: "Pieces entered as Customized
Market Mail, as defined in DMCS section 321.22, are subject to the nondestination
entry, nonletter minimum per-piece basic rate and the residual shape surcharge.”

a. Aside from Rate Schedules 321A and 323A, should this note appear in any other
rate schedules?

b. Please explain how and where the Postal Service's proposal recognizes the
revenues and costs of Customized Market Mail.

c. By subclass and time period, please provide any summary information available on
the revenues and costs of Customized Market Mail since it was approved for
implementation.

d. Please explain when additional information on the use of Customized Market Mail
in calendar 2005 will become available.

RESPONSE:

a. .No.

b.  The revenues and costs for Customized MarketMail (CMM) pieces are included
with other Standard Mail nonletter revenues and costs.

c. See the revenue and volume data for CMM below. The Priority Mail revenues are

revenues for drop shipping the CMM pieces to delivery units.

CMM REVENUES AND VOLUMES

Period Pieces Standard Mail Postage
FY 2004 3,162,367 $1,798,354
FY 2005 Q1&Q2 1,134,289 $ 646,423

d. CMM revenue and pieces data will be available on a quarterly basis, generally

about six weeks after the close of the quarter.
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VP/USPS-T28-33. Please refer to the Rate Schedule shown in Postal Service’s

Request, Attachment A, page 18, and explain whether it should be identified as
“Schedule 323A.

RESPONSE:

Yes, it should be identified as “Schedule 323A."
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VP/USPS-T28-34. For Standard (Commercial) Regular mail, has the Postal Service
computed the aggregate “leakage” (i.e., discounts earned by mailers) during Base Year

20047 If so, please provide the aggregate amount of such discounts from (i) presort and
automation, and (ii) destination entry.

RESPONSE:

The Postal Service has not calculated this “leakage” for BY 2004. However, if one
wanted to perform these calculations, they could be done using rate design formulas
contained in the Postal Service’'s Standard Mail Regular workpapers filed in Docket No.
R2001-1, in particular, the formulas in the Tabs "DROP DIS,” “PRE DIS,” and “RES

SHAPE LEAK."
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VP/USPS-T28-35. For Standard Nonprofit Regular mail, has the Postal Service
computed the aggregate “leakage” (i.e., discounts earned by mailers) during Base Year

20047 If so, please provide the aggregate amount of such discounts from (i) presort and
automation, and (ii) destination entry.

RESPONSE:

The Postal Service has not calculated this “leakage” for BY 2004. However, if one
wanted to perform these calculations, they could be done using rate design formulas
contained in the Postal Service's Standard Mail Regular workpapers filed in Docket No.
R2001-1, in particular, the formulas in the Tabs “DROP DIS,” "PRE DIS,” and "RES

SHAPE LEAK.”
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VP/USPS-T28-36. For Standard (Commercial) ECR mail, has the Postal Service
computed the aggregate “leakage” (i.e., discounts earned by mailers) during Base Year

20047 If so, please provide the aggregate amount of such discounts from (i) presort and
automation, and (ii) destination entry.

RESPONSE:

The Postal Service has not calculated this “leakage” for BY 2004. However, if one
wanted to perform these calculations, they could be done using rate design formulas
contained in the Postal Service's Standard Mail Regular workpapers filed in Docket No.
R2001-1, in particular, the formulas in the Tabs “DROP DIS,” “PRE DIS,"” and “RES

SHAPE LEAK'”
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VP/USPS-T28-37. For Standard Nonprofit ECR mail, has the Postal Service computed
the aggregate “leakage” (i.e., discounts earned by mailers) during Base Year 20047 If
so, please provide the aggregate amount of such discounts from (i) presort and
automation, and (ii) destination entry.

RESPONSE:

The Postal Service has not calculated this “leakage” for BY 2004. However, if one

wanted to perform these calculations, they could be done using rate design formulas

contained in the Postal Service’s Standard Mail Regular workpapers filed in Docket No.

R2001-1, in particular, the formulas in the Tabs “DROP DIS,” “PRE DIS,” and "RES

SHAPE LEAK'”
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VP/USPS-T28-46. Table 1, set out below, is taken from the first spreadsheet of file LR-
K-48STDLETRS .xlIs of library reference USPS-LR-K-48, showing workshare-related
costs for various categories of letter-size Standard Regular mail at USPS costing. A
corresponding table in Docket No. R2001-1 is in USPS-LR-J-60, revised November 15,
2001.

Table 2, set out below, shows the proportionate changes in costs from the
corresponding table in Docket No. R2001-1 to those shown in Table 1.

For ease of reference, certain costs are shaded in each table. Please note that
not all rows in the tables, including the indented rows, are for categories recognized in
rates.

a. Please confirm that if the Postal Service were designing rates for
Regular letters, based on current costs, and were following the procedures
of Docket No. R2001-1, it is the costs in the shaded rows in Table 1 that
would be used. If you do not confirm, please present alternative costs,
provide their source, and respond to the following parts of this question
based on your alternative costs.
b. Please refer to Table 2, column 3, and identify and discuss all
factors accounting for the 97.586 percent increase in the worksharing-
related delivery costs of nonautomation, nonmachinable letters at the
mixed ADC, ADC, 3-digit, and 5-digit levels, such as factor prices,
changes in productivity, changes in technology, changes in the methods
and procedures used in costing, changes in the way the mail is handled,
and any other factors. For all changes in costing method or procedure
identified. please explain why the change is an improvement, and in
particular how it improves the estimation of marginal cost and volume
variable costs.
C. Please refer to Table 2, column 3, and identify and discuss all
factors accounting for the increase of only 0.649 percent in the
worksharing-related delivery costs of nonautomation, machinable letters at
the mixed AADC and AADC levels, such as factor prices, changes in
productivity, changes in technology, changes in the methods and
procedures used in costing, changes in the way the mail is handled, and
any other factors. For all changes in costing method or procedure
identified, please explain why the change is an improvement, and in
particular how it improves the estimation of marginal cost and volume
variable costs.
d. In Docket No. R2001-1, the worksharing-related delivery costs were
the same for nonautomation, machinable AADC letters and corresponding
3- and 5-digit letters. In Docket No. R2005-1, they are different, as shown
in Table 1, column 3 — 3.879 cents for the first two and 3.682 cents for
the last two.

(i Please explain why these costs were the same before and

now are different.
(i) Are these Docket No. R2005-1 estimates considered to be
marginal costs? If yes, please explain the assumptions
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VP/USPS-T28-46 (continued):
necessary for them to be marginal costs. If no, please
explain the costing theory behind the costs.
(i) If these costs are marginal costs, are they based on different
mixes? Is an assumption being made that any extra pieces
on which a marginal cost is based have the same mix
(possibly involving processing proportions) as the existing
pieces in the category? Please explain the basis for any
such assumption.
e. Please refer to Table 2, column 2. The increase of 31.029 percent
in the worksharing-related mail processing cost of nonautomation Basic
presort letters is a weighted average of its components, shown
immediately below to be 38.702 percent, 35.312 percent, 22.109 percent,
and 22.109 percent. Please identify and discuss all factors accounting for
the increases of these four components, such as factor prices, changes in
productivity, changes in technology, changes in the methods and
procedures used in costing, changes in the way the mail is handled, and
any other factors. For all changes in costing method or procedure
identified, please explain why the change is an improvement, and in
particular how well aligned it is with the concepts of marginal cost and
volume variable costs. Please also discuss the role of delivery point
sequencing as regards the extent of the increase in cost.
f. Please refer to Table 2, column 2, last four rows. Despite inflation
and increased delivery point sequencing, the worksharing-related mail
processing costs of the four categories of automation letters (mixed
AADC, AADC, 3-digit, and 5-digit) all decreased by, in the same order,
12.981 percent, 15.835 percent, 16.461 percent, and 20.623 percent.
Please identify and discuss all factors accounting for these decreases,
such as factor prices, changes in productivity, changes in technology,
changes in the methods and procedures used in costing, changes in the
way the mail is handled, and any other factors. For all changes in costing
method or procedure identified, please explain why the change is an
improvement, and in particular how well aligned it is with the concepts of
marginal cost and volume variable costs. Please also discuss role of
increased delivery point sequencing.
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VP/USPS-T28-46 (continued):

Attachment to VP/USPS-T28-46 "

Table 1
Table 1. Cost Estimates
Mail Processing Delivery Total
Worksharing Worksharing _Workshatring
Total Related Related Related
_Unit Cost ) !Jl)irlﬁ(;gstﬁw;,_; ___ UnitCost  _ Unit Cost
(U] @ 3 @)
RATE CATEGORY T
Nanauto Basc Presont Flats 23148 na 9290 32.438
MNonauto 3DigitS-Digit Preson Flats 14528 9230 23818
Nonautomation Presort Letters 16 263 11.007 6.062 17.068
honautemation Basic Preson Letters 17 409 12153 5.410 17.563
Nonrautomatian Nonmachinable Mixed ADC 37 485 32229 11049 43278
Nonautomatan Nonmactinanlie ADC 29 347 24 0N 11.049 35 140
Monzgtamatiun Mactinable WMixed 220C 13157 7901 3879 ) 11780
Nonautormatinn Machinabie AADC 13157 7901 3879 11780
Panrastomisticn 3:-DgitS-Diait Presod Letters 15022 10614 6.284 16.899
Foragtnenatan Nonmachmatie 3-Digy 26 409 21153 11.049 32202
Loonastumation Hanmachinabia 5 Oigt 17 812 12 556 11.049 23605
Pios autnmation Madtinable 3-Cage 12683 7 427 3682 11109
miomaotomation Machinabie 5.Digt 12683 7427 3682 11109
st atn o Mae | SANET Frecart Letters 4 662 3 491 4104 7 595
orta e AL Frezed Detters 3943 2772 3.890 6.662
Sloe i 3 Digit Freson [etters 3691 2519 3794 6313
Sttt 5 Dt Frasont Letters 2817 1 646 3538 5184
Table 1. Cost Estimates
Mail Processing Delivery Total
Worksharing Worksharing Workshating
Total Related Related Related
Unit Cost Unit Cost Unit Cost Unit Cost
M 2) 3) (4)
RATE CATEGORY
Morasto Baso Prosort Flats 23148 na 9230 32.438
Morasto 5 Digt5-Digit Preson Flats 14528 9230 23818
Menatamation Preser Letters 16 263 11007 b 062 17 068
Meonsutematian Basic Preson Letters 17 409 12.153 5410 17 563
Nuriautomatian Nonmachinable Mixed ADC 37 485 32229 11.049 43278
Monautomation Nonmachimable &0C 29 347 24 091 11048 35140
Moriautemation Machinable Mixed AADC 13157 7 901 3879 11780
Monautomation Machinable AADC 13157 7 901 3879 11780
Monautematan 3-Tigi/S-Cigd Presort Letters 15022 10614 6.284 16.899
Nonastomation Honmachinable 3 Dign 26409 21153 11.049 32202
Hanautomation Nonmachinabie 5-Digit 17812 12.556 11.049 23605
MNonatomation Machinable 3-Digt 12683 7427 3682 11.109
Nonautomation Machiable 5-Cign 12683 7427 3682 11109
Automation Mixed AADC Presont Letters 4 662 3491 4104 7 595
Auytomation SADT Presont Letters 3943 2772 33890 6.662
Automation 3Digit Preson Letters 369 2519 3.794 6313
Automation 5-Cigit Preson Letters 2817 1646 3538 5184
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
’ TO VALPAK INTERROGATORY

VP/USPS-T28-46 (continued):

Attachment to VP/USPS-T28-46

Table 2
Table 2. Percentage Changes from Docket No. R2001 -1
Mail Processing Delivery B Total
Worksharing ~Workshaiing - Worksharing
.. Total  Related  Related _ Related
UnitCost =~ UnitCost ~ UnitCost _ Unit Cost
(U] @) 6)] )
RATE CATEGORY
Nonauto Basic Presort Flats
Nonauto 3 Digi/S-Digit Presort Flats .
Nonautgmation Presort Letters
Nonsutomation Basic Presort Letters 33531% 31.029% 28615% 30.275%
Nonawtomation Nonmachinable Mixed ADC - 38841% 38702% o 9758B% | 50.124%
Nonzuiomation Nonmachinabte ADC 3B 077% 35312% 97 586% . 50.196%
Monatiomation Machinable Mixed AADC - B577% 22.109% .. 0649% = 14098%
Norutomation Machinable AADC 28 577% 22.109% 0 649% 14.098%
Nonaotamaten 3-0ueS-Digt Presont Letters 23.658% 26571% 42.291% 31.994%
Monsutomation Nonmachinable 3-Digit 35 507% 34 504% . 97586% 51.050%
Managtomation Nonmachirable 5-Digit 26 368% 21513% o 97 586% - 4B.226%
Monsutomation Machinable 3 Digit 28447% 21.519% -2.926% 12157 %
Maenagtomiation Mactinabie 4 Digt 28 447% 21 519% -2.926% 12.157%
Autoatisn Mied SADC Freson Letters -71.575% -12.981% 5.583% -3.846%
Suten otz AADC Presort Letters -8.850% -15.835% 1.646% -6.440%
Aot 30 Frecoent Letters 8837% -16 461% 0.472% -71.534%
Logtoaticn 5 gt Fresart Letters -9.303% -20623% -5.350% -10.800%
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
’ TO VALPAK INTERROGATORY

RESPONSE to VP/USPS-T28-46 {continued):

a. Confirmed that the designated costs would be some of the components used in
developing prices, and therefore, discounts for Regular subclass letters.

b-f Redirected to the Postal Service.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO VALPAK INTERROGATORY

VP/USPS-T28-47. Table 1, set out below, is taken from the first spreadsheet of file LR-
K-48STDLETRS . xIs of USPS-LR-K-48, and shows workshare-related costs for various
categories of letter-size Standard Regular mail at USPS costing. For ease of reference,
certain costs are shaded. Please note that not all of the lines in the table, including the
indented lines, are for categories recognized in rates. A corresponding table in Docket
No. R2001-1 is found in USPS-LR-J-60, revised November 15, 2001.
a. Please confirm that if the Postal Service were developing discounts
for automation (i.e., prebarcoded) letters based on current costs, and were
following the procedures used in Docket No. R2001-1, it is the workshare-
related unit costs in the shaded rows of column 4 in Table 1 that would be
used. If you do not confirm, please present the costs that would be used,
provide their source, and respond to the following parts of this question.

b. Please confirm that an automation discount for mixed AADC letters
would be based on a cost difference of 17.563 — 7.595 = 9.968 cents.
C. Please explain the extent to which you view the discount for

automation mixed AADC letters to be a worksharing discount. To the
extent that you do not so view it, please explain why. To the extent that
you do so view it, please explain the nature of the work that is being
shared.

d. To the extent to which you view the discount for automation mixed
AADC letters to be a worksharing discount, please explain the extent to
which you believe this discount should be based on a cost avoidance. If
you do not believe it should be based on an avoidance, please explain
why. If you do so believe, please explain how that avoidance should be
defined, i.e., its concept and the costs that should be used to implement
the concept.

e. Recognizing that the 17.563-cent workshare related cost for
nonautomation presort letters shown in column 4 (and its mail processing
and delivery components in columns 2 and 3) is a weighted average of the
four costs shown immediately below it in the table, please explain the
extent to which you view the cost difference of 3.968 cents to be an
amount that would be avoided if a candidate basic presort letter shifts to
become an automation mixed AADC letter.

f. If an automation mixed AADC letter were to revert back to being
nonautomation, is it your position that the Postal Service would experience
an increase in cost of 9.968 cents? If you do, please explain how and why
that cost increase would occur, and any assumptions on which it is based.
If you do not, please explain why it is the appropriate cost on which to
base the automation discount.

g. As shown in Table 1, the workshare-related mail processing cost of
(i) nonautomation, machinable letters is 7.901 cents at both the mixed
AADC and AADC levels, and of (ii) corresponding automation letters is
3.491 cents at the mixed AADC level and 2.772 cents at the AADC level.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
’ TO VALPAK INTERROGATORY

VP/USPS-T28-47 (continued):

(1) Please explain how the difference between the costs of
7.901 cents and 3.491 cents, for mixed AADC letters, relates
to the cost the Postal Service would incur to read the
address and place a barcode on the nonautomation piece.

(i) Please explain why the worksharing-related mail processing
cost of automation mixed AADC letters is 3.491 cents while
the corresponding cost for AADC letters is only 2.772 cents.

(i)  Please explain why the two nonautomation costs are the
same while the two automation costs differ.

RESPONSE

a. Confirmed that the designated cost would be one of the components used in
developing prices, and therefore, discounts for automation letters.

b.  Confirmed that this is the mail processing and delivery unit cost differential
between mixed AADC letters and nonautomation Basic Presort letters and that this
cost difference would be part of the consideration when developing mixed AADC
letter rate proposais.

c.  Rate differentials throughout the rate design for Standard Mail are routinely
referred to as worksharing discounts. In this particular instance, in order to get the
lower rate, the mailer must perform work that facilitates the automated handling of
the letter.

d. Please see my response to subpart c. The cost avoided due to the mailer
preparing the letter in a manner to facilitate the automated processing of the letter

should be the basis for this discount. Other factors may also be considered which

may have the effect of increasing or decreasing the proposed rate differential.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO VALPAK INTERROGATORY

RESPONSE to VP/USPS-T28-47 (continued):

The worksharing cost avoidance would be the difference in costs related to the
work performed by the mailer to facilitate automated handling, as described in my
response to subpart c.

As the question indicates, the 17.563 cent figure is an average unit cost for a
category of mail having a range of characteristics. As such, unit cost differences
derived from it are not claimed to represent the estimated costs that would be
avoided for any specific letter that might shift from the nonautomation Basic
Presort letter category to any other rate category.

Please see my response to subpart e. It not is my position that the 9.968 cent
figure estimates the cost increase for any specific letter migrating from the
Automation Mixed AADC rate category to the nonautomation Basic Presort rate
category. However, as an estimate of the average cost difference between the two
categories of mail, it would be a reasonable starting point from which to begin the
process of designing rates for the two categories. Please see also my response to
subpart a.

Redirected to withess Abdirahman USPS-T-21.
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND
VALPAK DEALERS’ ASSOCIATION, INC.

VP/USPS-T28-52. Please refer to your testimony (USPS-T-28) at page 11 where you
describe the Postal Service's attempt to comply with the nonprofit pricing relationship
requirement of Public Law 106-384, and you state:

With the proposed rates, the revenue per piece for Standard Mail
Nonprofit Regular is 61 percent of the Standard Mail Regular revenue per
piece; the revenue per piece for Standard Mail Nonprofit ECR is 56
percent of the Standard Mail ECR revenue per piece. [USPS-T-28, p. 11,
1. 18-21.]

Public Law 106-384 specifies that for calculating nonprofit rates, the 60 percent figure
be applied to TYBR billing determinants. See 39 U.S.C. § 3626(a)(6)(B) and Docket No.
R2000-1, Memorandum of the United States Postal Service on Reconsideration and
Request for Expedition (December 20, 2000), pp. 32-34.

Please refer to USPS-LR-K-115, file USPST28Aspreadsheets. xls, worksheet ‘S-23
TYAR Commercial Revenues.'

a. In determining the revenue per piece for Standard (Commercial) Regular mail to be
used as a basis for comparison with the revenue per piece of Standard Nonprofit
Regular mail, when computing total revenues in the numerator, did you multiply the
proposed rates for Standard (Commercial) Regular mail by TYBR billing
determinants? If not, please state the billing determinants that you used, and
explain the rationale for not using TYBR billing determinants. Also, for whatever
billing determinants you used, please provide the total revenues that you used in
the numerator of the revenue per piece computation for Standard (Commercial)
Regular mail.

b.  Please provide the revenue per piece that you computed for Standard
(Commercial) Regular mail, and state whether you divided the total revenues
referred to in preceding part a by the TYBR volume of Standard (Commercial)
Regular mail? If not, please state what volume figure you used in the denominator.

¢.  If you did not calculate the revenue per piece of Standard (Commercial) Regular
mail using TYBR billing determinants in both the numerator and denominator,
please explain how you calculated it, and explain the rationale for the methodology
which you used.

RESPONSE

a-c. No. The total revenue and revenue per piece calculations shown in my worksheet
S-23 were calculated using the proposed rates and TYAR volume and weight

projections. The total revenue used in the revenue per piece calculation is shown
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RESPONSE OF UNITED STATES POSTAL SERVICE
© WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND
VALPAK DEALERS' ASSOCIATION, INC.

RESPONSE to VP/USPS-T28-52 (continued):

at the bottom of worksheet S-23 as the item labeled Adjusted Commercial
Revenue. The revenue per piece is shown on the line below labeled Revenue Per
Piece. It was calculated by dividing the Adjusted Commercial Revenue by the total

Commercial TYAR volume.

This calculation, while not erroneous in itself, was erroneously used in discussions
of the appropriate relationship between the average revenue per piece for
Nonprofit subclass and Regular subclass mail. The following figures, calculated
based on TYBR volumes and weights, should have been used for Regular

subclass mail in those discussions.

Adjusted Commercial Revenue: $12,922,618,579
Revenue Per Piece: $0.2268



RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND

VALPAK DEALERS’ ASSOCIATION, INC.

VP/USPS-T28-53. Please refer to USPS-LR-K-115, file USPST28Aspreadsheets.xls,
worksheet ‘S-24 TYAR Nonprofit Revenues.’

a.

In determining the revenue per piece for Standard Nonprofit Regular mail to be
used as a basis for comparison with the revenue per piece of Standard
(Commercial) Regular mail, when computing total revenues in the numerator, did
you muitiply the proposed rates for Standard Nonprofit Regular mail by TYBR
billing determinants? If not, please state the billing determinants that you used, and
explain the rationale for not using TYBR billing determinants. Also, for whatever
billing determinants you used, please provide the total revenues that you used in
the numerator of the revenue per piece computation for Standard Nonprofit
Regular mail.

Please provide the revenue per piece that you computed for Standard Nonprofit
Regular mail, and state whether you divided the total revenues referred to in
preceding part a by the TYBR volume of Standard Nonprofit Regular mail? If not,
please state what volume figure you used in the denominator.

If you did not calculate the revenue per piece of Standard Nonprofit Regular mail
using TYBR billing determinants in both the numerator and denominator, please
explain how you calculated it, and explain the rationale for the methodology which
you used.

In calculating the ratio of (i) the average revenue per piece of Standard Nonprofit
Regular mail and (ii) the average revenue per piece of Standard (Commercial)
Regular mail, did you use the average revenue per piece that in each instance was
based on TYBR billing determinants and volumes? If not, please explain why not.

RESPONSE

a-d. No. The total revenue, revenue per piece and revenue per piece ratio calculations

shown in my worksheet S-24 were done using TYAR volumes and weights. Please
also see my response to VP/USPS-T28-52. The total revenue and revenue per
piece used in the ratio calculation are shown at the bottom of worksheet S-24 as
the items labeled Adjusted Nonprofit Revenue and Revenue Per Piece. While the
line items labeled Adjusted Nonprofit Revenue, Revenue Per Piece, and Revenue
Per Piece Ratio are not in themselves erroneous, they were erroneously used in
discussing the appropriate relationship between the average revenue per piece for
Nonprofit subclass and Regular subclass mail. The following figures, calculated
based on TYBR volumes and weights, should have been used for Nonprofit

subclass mail in those discussions.
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND
VALPAK DEALERS’ ASSOCIATION, INC.

RESPONSE to VP/USPS-T28-53 (continued):

Adjusted Nonprofit Revenue: $1,699,789,861
Revenue Per Piece: $0.1376
Revenue Per Piece Ratio: 0.607.

As can be seen from the above figures, the ratio calculated using TYBR volume
and weight data is not significantly different from the ratio in my workpaper S-24.
The ratio calculated using TYBR data also rounds to the same whole number

percentage, 61 percent, cited in my testimony.



RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND

VALPAK DEALERS’ ASSOCIATION, INC.

VP/USPS-T28-54. Please refer to USPS-LR-K-115, file USPST28Aspreadsheets.xls,
worksheet ‘ECR-22 TYAR Comm. Revenues.’

a. In determining the revenue per piece for Standard (Commercial) ECR mail to be
used as a basis for comparison with the revenue per piece of Standard Nonprofit
ECR mail, when computing total revenues in the numerator, did you multiply the
proposed rates for Standard (Commercial) ECR mail by TYBR billing
determinants? If not, please state the billing determinants that you used, and
explain the rationale for not using TYBR billing determinants. Also, for whatever
billing determinants you used, please provide the total revenues that you used in
the numerator of the revenue per piece computation for Standard (Commercial)
ECR mail. :

b. Please provide the revenue per piece that you computed for Standard
(Commercial) ECR mail, and state whether you divided the total revenues referred
to in preceding part a by the TYBR volume of Standard (Commercial) ECR mail? If
not, please state what volume figure you used in the denominator.

c. If you did not calculate the revenue per piece of Standard (Commercial) ECR mail
using TYBR billing determinants in both the numerator and denominator, please
explain how you calculated it, and explain the rationale for the methodology which
you used.

RESPONSE

a-c. No. The total revenue and revenue per piece calculations shown in my worksheet
ECR-22 were calculated using the proposed rates and TYAR volume and weight
projections. The total revenue used in the revenue per piece calculation is shown
at the bottom of worksheet ECR-22 as the item labeled Adjusted Commercial
Revenue. The revenue per piece is shown on the line below labeled Revenue Per
Piece. It was calculated by dividing the Adjusted Commercial Revenue by the total

Commercial TYAR volume.

This calculation, while not erroneous in itself, was erroneously used in discussions
of the appropriate relationship between the average revenue per piece for
Nonprofit ECR subclass and commercial ECR subclass mail. The following figures,
calculated based on TYBR volumes and weights, should have been used for

commercial ECR subclass mail in those discussions.
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND

VALPAK DEALERS’ ASSOCIATION, INC.

RESPONSE to VP/USPS-T28-54 (continued):

Adjusted Commercial Revenue: $5,924,197,494
Revenue Per Piece: $0.1777
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND

VALPAK DEALERS' ASSOCIATION, INC.

VP/USPS-T28-55. Please refer to USPS-LR-K-115, file USPST28Aspreadsheets.xls,
worksheet 'ECR-23 TYAR NP Revenues.’

a. In determining the revenue per piece for Standard Nonprofit ECR mail to be used
as a basis for comparison with the revenue per piece of Standard (Commercial)
ECR mail, when computing total revenues in the numerator, did you multiply the
proposed rates for Standard Nonprofit ECR mail by TYBR billing determinants? If
not, please state the billing determinants that you used, and explain the rationale
for not using TYBR billing determinants. Also, for whatever billing determinants you
used, please provide the total revenues that you used in the numerator of the
revenue per piece computation for Standard Nonprofit ECR mail.

b. Please provide the revenue per piece that you computed for Standard Nonprofit
ECR mail, and state whether you divided the total revenues referred to in
preceding part a by the TYBR volume of Standard Nonprofit ECR mail? If not,
please state what volume figure you used in the denominator.

c. If you did not calculate the revenue per piece of Standard Nonprofit ECR mail
using TYBR billing determinants in both the numerator and denominator, please
explain how you calculated it, and explain the rationale for the methodology which
you used.

d. In calculating the ratio of (i) the average revenue per piece of Standard Nonprofit
ECR mail and (ii) the average revenue per piece of Standard (Commercial) ECR
mail, did you use the average revenue per piece that in each instance was based
on TYBR billing determinants and volumes? If not, please explain why not.

RESPONSE

a-d. No. The total revenue, revenue per piece and revenue per piece ratio calculations
shown in my worksheet ECR-23 were done using TYAR volumes and weights.
Please also see my response to VP/USPS-T28-54. The total revenue and revenue
per piece used in the ratio calculation are shown at the bottom of worksheet ECR-
23 as the items labeled Adjusted Nonprofit Revenue and Revenue Per Piece.
While the line items labeled Adjusted Nonprofit Revenue, Revenue Per Piece, and
Revenue Per Piece Ratio are not in themselves erroneous, they were erroneously
used in discussing the appropriate relationship between the average revenue per
piece for Nonprofit ECR subclass and commercial ECR subclass mail. The
following figures, calculated based on TYBR volumes and weights, should have

been used for Nonprofit ECR subclass mail in those discussions.
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WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND
VALPAK DEALERS’ ASSOCIATION, INC.

RESPONSE to VP/USPS-T28-55 (continued):

Adjusted Nonprofit Revenue: $312,412,288
Revenue Per Piece: $0.0993

Revenue Per Piece Ratio: 0.558.

As can be seen from the above figures, the ratio calculated using TYBR volume
and weight data is the same as the ratio in my workpaper ECR-23, and rounds to

the same whole number percentage, 56 percent, cited in my testimony.
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VP/USPS-T28-56.

a.

If rates for Standard (Commercial) ECR mail increase by 5.6 percent, what must
be the percentage increase in rates for Standard Nonprofit ECR mail in order to
satisfy precisely a 60 percent relationship between the two?

If rates for Standard (Commercial) ECR mail were to increase by 5.4 percent, what
must be the percentage increase in rates for Standard Nonprofit ECR mail in order
to satisfy precisely a 60 percent relationship between the two?

If rates for Standard Nonprofit ECR mail increase by 5.9 percent, what must be the
percentage increase in rates for Standard (Commercial) ECR mail in order to
satisfy precisely a 60 percent relationship between the two?

RESPONSE

In responding to this question | am interpreting “rates for Standard (Commercial) ECR

mail” to mean the average postage revenue per piece for this mail in the test year, and

“rates for Standard Nonprofit ECR mail” to also mean the corresponding average

postage revenue per piece.

Since the TYBR ratio of the NECR revenue per piece to ECR revenue per piece is
56 percent, if ECR revenue per piece were to increase by 5.6 percent, NECR
revenue per piece would have to increase by 13.9 percent to satisfy a precise 60
percent relationship between the two.

If ECR revenue per piece were to increase by 5.4 percent, NECR revenue per
piece would have to increase by 13.6 percent to satisfy a precise 60 percent
relationship between the two.

If NECR revenue per piece were to increase by 5.9 percent, ECR revenue per
piece would have to decrease by 1.8 percent to satisfy a precise 60 percent
relationship between the two.
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VP/USPS-T28-57. Please assume, for the purposes of this question, that the “as nearly
as practicable” qualification to the 60 percent requirement of 39 U.S.C. § 3626(a)(6)(A)
means as close as possible within the constraints of the following two factors only: (i)
rounding; and (i) charging rates at a mil level. Based on a 5.6 percent increase in

Standard (Commercial) ECR mail, what percentage increase in the Standard Nonprofit
ECR mail would be required?

RESPONSE

| have not performed this calculation, although it is my belief that the required increase

would be similar to the more approximate estimate provided in response to VP/USPS-
T28-56, subpart a.



RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE TO INTERROGATORIES
OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND

~ VALPAK DEALERS’ ASSOCIATION, INC.

VP/USPS-T28-58. Is it possible to structure the Standard (Commercial) ECR and
Standard Nonprofit ECR subclass rates so that the entire Standard ECR subclass
receives a 5.4 percent increase, and so that Standard Nonprofit ECR mail rates would
be exactly 60 percent of commercial ECR rates? If so, what would be the percentage
rate increases for Standard (Commercial) ECR and Standard Nonprofit ECR?

RESPONSE

I have not performed this calculation, although | believe that it would be mathematically
possible to develop a set of rates that would meet the qualifications stated in the
question if the tolerance were changed to “close to 60 percent,” so that some deviation
(less than one percentage point) was allowed. | do not believe that a practical set of

rates could be achieved that would meet the 60 percent standard “exactly.”
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CHAIRMAN OMAS: At this point, I’'m going to add '

answers witness Taufique provided to the presiding officer’s
information request. There are 14 answers which were not

designated.

They are as follows: POIR 2, Questions 4, 5, 7
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ress Taufique, would you answer those questions

ce “he saTe as those vou previocusly provided in writing?
THE WITNESS: Yes, s:r. I would.
CTHAIEMAN OMAS: I'm handing counsel to hand to the
porter twe ‘ries of those answers and direct that they be
~itted int o evidence and srans-ribed

me documents referred to,
previously identified as
Exhibit No. POIR2, Question 4,

were received in evidence.)
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE TO
POIR NO. 2, QUESTION 4

4. In the billing determinants for Standard Regular, there is a line item for
Standard mail paid at First-Class/Priority rates. Please discuss what this
represents. Why is this revenue assigned to Standard Regular rather than First-
Class or Priority Maii?

RESPONSE:

Standard Mail has no single piece rates. A mail piece bearing Standard Mail
markings that does not meet the eligibility requirements for any of the Standard
Mail bulk rates 1s charged either the First-Class Mail single piece rate or Priority
Matil rate. as applicable. depending on the weight of the piece. Often such pieces
are residual pieces that are left over after all possible presorted bundles or
containers are made up Although these pieces pay the higher rate, they bear
Standard Mail markings. are treated and counted as Standard Mail, and receive
Standard Mail service Since these pieces are treated as Standard Mail for all

purposes except payment of postage, their revenue is counted as Standard Mail

revenue



RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE TO
POIR NO. 2, QUESTION 5

5. In the billing determinants for Standard Mail there is a line item entitled
‘barcode adjustment.” Please discuss what this represents and provide
workpapers showing how it is calculated.

RESPONSE:

Standard Mail Regular and Nonprofit machinable parcels bearing a correct
parcel barcode for the delivery address ZIP Code are entitled to a three cent
discount off the otherwise applicable rate. The Postal Service's Revenue, Pieces
and Weight (RPW) reports do not distinguish between pieces that bear parcel
barcodes and those that do not. Instead, a separate adjustment line showing the
total amount of the parce! barcode discount for all pieces is reported. This line
appears in the billing determinants as an offset to the total revenue. The number
of parcel barcoded pieces can be calculated directly from this revenue
adjustment by dividing the revenue adjustment by 0.03.

Thus, the barcode adjustment reported in the billing determinants is taken

directly from a line in the RPW reports. and therefore, is not calculated in

developing the billing determinants
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE TO
POIR NO. 2, QUESTION 7

7. Please reconcile the TYAR revenue figures for Periodicals within county,
nonprofit and regular rate, and Standard Mail nonprofit and nonprofit ECR shown
in Exhibit USPS-27B with the corresponding revenue figures presented in Exhibit
USPS-28A, Table 12.

RESPONSE:

After Exhibit USPS-27B was developed, some pricing anomalies were
discovered in the proposed rates for Standard Mail Nonprofit and Nonprofit ECR.
As a result, the pound rates for Nonprofit DBMC piece-and-pound-rated pieces
were adjusted upward by $0.001 from $0.510 to $0.511 to ensure that the
discount for Nonprofit DBMC pieces was the same for all four Standard Mail
subclasses. The revenue impact was to raise Nonprofit TYAR revenues by
$37.632.

In addition. the pound rates for Nonprofit ECR DDU piece-and-pound-
rated pieces were adjusted downward by $0.001 from $0.225 to $0.224 to ensure
that the discount was consistent with the discount in the other three subclasses.
The revenue impact was to lower Nonprofit ECR TYAR revenues by $7,479.

The net impact of these two changes was included in Exhibit USPS-28A,
Table 12, but not in Exhibit USPS-27B.

For Pertodicals. the TYAR revenue figure in Exhibit USPS-27B reflects a
proposed Periodicals re-entry fee of $40. instead of the $45 fee actually
proposed and reflected in Exhibit USPS-28A See USPS-T-28 at 26 for an
explanation of why the fee was proposed at $45 instead of $40.

Witness Robinson will be filing errata to reflect both of these changes in

Exhibit USPS-27B.



RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE TO
POIR NO. 2, QUESTION 15

15. Refer to USPS LR-K-115, USPST28Cspreadsheets.xls, sheet SS-22 Money
Orders. The volume and revenue of APO-FPO Money Orders are shown to be
zero. Please explain why no APO-FPO Money Orders were sold in the base
year, and why none are forecast to be sold in the test year. If APO-FPO Money
Orders were sold in the base year, please provide the volume sold and the
revenue from these sales. Please also provide the forecast volumes and
revenues for the test year.

RESPONSE:

The reporting of the revenue for APO/FPO money orders was recently
changed. Effective September, 2004, all APO/FPO money order revenues were
included in the revenue account previously used for domestic money order
revenues only. This change was not discovered until researching the answer for
this question. when it was discovered that there were APO/FPO money orders
sold in the Base Year.

The newly discovered data indicate that 367,301 APO/FPO money orders
were sold in the Base Year, FY 2004 with an associated revenue of $91,825.
Because the Base Year billing determinant volume was adjusted to match the
forecast volume (see Footnote 1 of LR-K-115, page 314, sheet $SS-22), an

adjusted Base Year volume of 376.929 was used to produce the forecast

volume Following are the forecast volumes and revenues for the Test Year, FY

2006
Test Year Test Year
Before Rates After Rates
APO/FPO Volume 365,566 362,288
APO/FPQ Revenue $91,391 $90,572

Errata to the referenced spreadsheet will be filed shortly.
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2. The unit savings in mail processing and delivery costs for Periodicals mail are
shown in Tables 2A and 2B and the methodology is shown in Table 2C. The unit
delivery costs shown for Within County are from Docket No. R2001-1. (Please
note that POIR No. 2, questions 1 and 8 concern unit delivery costs for
Periodicals mail.) The proposed discounts and resuiting passthroughs are
shown in Table 2D. All costs reflect the Commission’s methodology used in
Docket No. R2001-1, as presented by the Postal Service in the current docket.

a. Please confirm the mail processing, delivery, and total workshare unit
costs; discounts; and percentage passthroughs in Tables 2A, 2B, and
2D. Please provide corrections as appropriate.

b, Please explain fully the rationale for the calculations of the 3-digit and
5-digit automation letter cost savings. Please include in your
explanation the reason for not simply using the difference between
basic nonautomation and 3-digit and 5-digit automation letters as the
basis for the discounts.
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Table 2A
Outside County Mail Processing and Delivery Unit Savings
Presort
Mail Processing Delivery Total Savings
(In Cents) {In Cents) (In Cents) (in Cents)
Basic Non-automation 28.070 10.689 38.759 (1]
3-Digit Non-automation 20.183 10.689 30.872 7.900 [2]
5-Digit Non-automation 14.438 10.689 25.127 5.700 (3]
Carner Route 9.131 6.173 15.304 9.800 [4]
Source: MP USPS-K-102, p 34, Del USPS-K-101 Table 1 except CR (See note)
Barcoded Letter-Size Automation
Mail Processing Delivery Total Savings
(In Cents) {In Cents) (in Cents) (In Cents)
Non-automation Letters
Basic 18.668 4335 23.003 0.000 [5]
3/5 Dignt 16.065 4678 20.743 0.000 (6]
Automation Letters
Basic 3.115 3.737 6.852 31907 [7]
3-Digtt 2.806 3.699 6.505 29994  [8]
5-Dignt 1.766 3.599 5.365 31134 [9]
Source USPS-T-21, Table 2, USPS-LR-K-110, Table 1 (p 57), Table 1, USPS-K-101, Table 1
Barcoded Flat Size Automation
Mail Processing Delivery Total Savings
(In Cents) {In Cents) (in Cents) (In Cents)
Basic 26.289 9.795 36.084 2676  [10]
3-Digtt 19.345 9.795 29.140 1733 11}
5-Digtt 13.878 9.795 23.673 1455 [12]
Source MP USPS-K-102, p 34, Del USPS-K-101 Table 1
Carrier Route
Mail Processing Delivery Total Savings
(In Cents) (In Cents) (In Cents) (In Cents)
Basic Carrier Route 3.115 4615 7.730 0.000 [13]
High Density 1.466 3.550 5.016 2.714 [14]
Saturation 1.466 3.049 4515 3.215 [15])

Source: MP USPS-LR-K-107, Table 1, (Del See note)

Note  Carrier delivery costs are the subject of question 1 of POIR No. 2.
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Table 2B
Within County Mail Processing and Delivery Unit Savings

Presort
Mail Processing Delivery Total Savings
(In Cents) (In Cents) (In Cents) (In Cents)
Basic Nonautomation 28.070 10.689 38.759
3-Digt Nonautomation 20.183 10.689 30.872 7.900
5-Digit Nonautomation 14 438 10.689 25127 5.700
Carner Route 9.131 6.173 15.304 9.800
Source MP USPS-K-102. p 34, Del USPS-K-101 Table 1 except CR (See note)
Barcoded Letter-Size Automation
Mail Processing Delivery Total Savings
(In Cents) (In Cents) (In Cents) (in Cents)
Nonautomation Lefters
Basic 18 668 4335 23.003 0.000
3:5-Dignt 16.065 4678 20.743 0.000
Automation Letters
Basic 3115 3.737 6.852 31.907
3-Digtt 2.806 3.699 6.505 29.994
5-Digit 1.766 3.599 5.365 31.134
Source USPS-T-21. Table 2. USPS-LR-K-110, Tabie 1 (p 57). Table 1, USPS-K-101, Table 1
Barcoded Flat Size Automation
Mail Processing Delivery Total Savings
(In Cents) (In Cents) (In Cents) (in Cents)
Basic 26 289 9.795 36.084 26786
3-Digt 19 345 8795 29.140 1.733
5-Digit 13 878 9795 23673 1455
Source MP USPS-K-102, p 34, Del USPS-K-101 Table 1
Carrier Route
Mail Processing Delivery Total Savings
(in Cents) {In Cents) (In Cents) (In Cents)
Basic Carrier Route 3115 4615 7.730 0.000
High Density 1 466 3.550 5016 2714

Note Carner delivery costs are the subject of question 8 of POIR No. 2.

(]
(2]
(3]
[4]

[}
(6]

(7]
(8]
(9]

(10]
(1]
(12]

(13]
[14]
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Table 2C

Difference Calculations

Basic Nonautomation
3-Digit Nonautomation
3-Digit Differential

3-Digit Nonautomation
5-Digit Nonautomation
5-Digit Differential

5-Digit Nonautomation
Camer Route Nonautomation
Carrier Route Differential

Basic Nonautomation
Basic Automation Letters
Basic Automation Letter Differential

Basic Nonautomation

Basic Nonautomation Letters

3/5-Digit Nonautomation Letters

3-Orgit Automation Letters

3-Digit Automation Letter Differential

Basic Nonautomation

Basic Nonautomation Letters

3/5-Dhgit Nonautomation Letters

5-Dhgit Automation Letters

§5-Digit Automation Letter Differential

Basic Nonautomation
Baskc Barcoded Flat
Basic Automation Flat Differential

3-Dwgit Nonautomation
3-Digrt Barcoded Flat
3-Digit Automation Flat Differential

5-Digrt Nonautomation
5-Digit Barcoded Flat
S-Digit Automation Fiat Differential

Basic Camer Route
High Densty Carmer Route
High Density Carrier Route Differential

Basic Camer Route
Saturation Camer Route
Saturation Differential

1]
(2]
(-12)

(2]
(3]
(2]- 3]

(3]
{4]
(31- (4]

()
(7]
-0

"
(5]
6]
8}
((1]-151) + ([6]-[8])

(1]
(5)
(6]
(9]
([1)-15)) +([6}-(9))

(1)
(10}
(11-110)

(2]
(1]
(2]-{11]

(3]
(12]
(31-112)

(13]
[14]
(13]-[14]

(13]
(15]
[13)-[15)

Revised: May 24, 2005
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Table 2D

Revised: May 24, 2005

Periodicals Mail Unit Cost Avoidances and Passthroughs

Basic Nonautomation

Basic Nonautomation Letter

Basic Nonautomation Flat

3-Digit Nonautomation

3-Digit Nonautomation Letter

3-Digit Nonautomation Flat

5-Digit Nonautomation

5-Digit Nonautomation Letter

5-Digit Nonautomation Flat

Carrnier Route Basic \1

Carrier Route High Density \1

Carnier Route Saturation \1

Whksharing Discnt Dehvery Office Entry
Whksharing Discnt SCF Entry
Whksharing Discnt ADC Entry
Whksharing Discnt Palletized Pieces
Palletized Pieces Discount Destination Entry

Within County

Basic Nonautomation

Basic Nonautomation Letter
Basic Nonautomation Flat
3-Digit Nonautomation
3-Digit Nonautomation Letter
3-Digit Nonautomation Flat
5-Digit Nonautomation
5-Digit Nonautomation Letter
5-Digit Nonautomation Flat
Carrier Route Basic \1
Carrier Route High Density \2
Carner Route Saturation \2
Workksharnng Discount Delivery Office Entry

Unit
Avoidable
Cost

31.907
2.676
7.887

29.994
1.733
5.745

31.134
1.455
9.823
3.138
3.714
2.750
1.350
0.290
1.217
1.200

31.907
2.676
7.900

29.994
1.733
5.700

31134
1.455
9.800
2714
3.215
1.043

% Pass-
Discount through

9.700 30%
5.000 187%
5200 66%
7.900 26%
4300 248%
12.300 214%
6.400 21%
3.200 220%
22.100 225%
3.400 108%
5.400 145%
1.800 65%
0.800 59%
0.200 69%
0.500 41%
1.600 133%
5275 17%
2.700 101%
0.800 10%
4664 16%
2.300 133%
1.000 18%
3.900 13%
1.900 131%
3.475 35%
1.525 56%
2125 66%
0.600 58%

\1 The unit delivery costs for these carner route categories have not been
verified. See POIR No. 2 question 1.
\2 The unit delivery costs for these carner route categories are from Docket No.
R2001-1 USPS-LR-J-107. See POIR No. 2 question 8.
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RESPONSE TO QUESTION 2:

a. Please see my response to POIR 3, Question 1. Table 2A lines 1, 2, 3, 4,
10, 11, and 12 are confirmed. Lines 5,6, 7, 8,9, 13, 14, and 15 are not
confirmed. See the attached Excel spreadsheet for the corrected numbers.
Lines 5 through 9 are not confirmed because of changes in the underlying cost
study for mail processing cost. Errata will be filed shortly. Also, the MP source
for Barcoded Flat Size Mail Processing should be page 35 instead of page 34.
Lines 13 through 15 should use the delivery cost numbers from POIR 2 Question
1 My comments for Table 2A also apply to Table 2B.

Table 2D Outside County “Nonautomation” should be changed to
"Automation” for lines 2, 3. 5, 6, 8. and 9. The Presort passthroughs are 66, 124
and 100 percent for 3-Digit. 5-Digit and Carrier Route respectively, instead of 26,
214 and 225 percents The Automation Flats passthroughs are confirmed. The
Automation Letters passthroughs are confirmed except for 5-Digit Automation
letter. which should be 20 percent instead of 21 percent. The Carrier Route High
Density and Saturation passthroughs are confirmed.

Though anthmetically correct. the dropship discounts for Destination
Delivery Unit. SCF and ADC do not reflect the rate design that has been
proposed by the Postal Service and recommended by the Commission in
past dockets The non-transportation (or handling) cost savings are generally
divided evenly between the piece and pound rates. The true passthrough is 100
percent when this 1s taken into account, even though it appears as 50 percent

passthrough on the piece side and a 50 percent passthrough on the pound side.
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Response to Question 2a (continued):

The Palletized pieces passthrough is confirmed. The Palletized pieces
destination entry discount passthrough is not confirmed. The cost savings that
accrue due to the dropshipment of editorial pounds are the basis for this
discount. My response to POIR 10, question 1b in Docket No. R2001-1
discusses this issue. Tr. 14/5658-59. Here is the relevant portion of this
response:

(b) There are no workpapers that estimate additional
cost savings associated with the 1-cent dropship
pallet discount (DMCS 421.49). But the dropship and
pallet cost savings relied upon in my testimony
provide a complete basis for the new 1-cent discount.

The original Postal Service proposal sought to provide
dropship incentives by providing lower rates for
editorial pounds entered at destinating facilities (DU,
SCF and ADC), while maintaining a uniform editorial
pound rate for all zones ranging from Zones 1 & 2 to
Zone 8. The negotiated rate structure for the
settlement rates instead provides a dropship pallet
discount on the piece side of the rate schedule. Since
virtually all dropship volume is palletized (USPS-T-34
at 17). this discount can be justified as another way to
pass through some of the dropship cost savings
underlying the onginal proposal. The original Postal
Service proposal provides a discount worth $22.2
million (LR-J-107. worksheet ‘Pound Data_Ed.) for
dropshipped editonal pounds based on a 50 percent
passthrough of the transportation and non-
transportation cost savings estimated for advertising
pounds that are dropshipped. Using a still modest
passthrough of 75 percent, the value of the editorial
pound rate discount would be roughly equal to the
value of the 1-cent discount (DMCS 421.49) on the
approximately 3.3 billion palletized and dropshipped
pieces.

Additional support for this discount can be provided
by looking at the cost savings associated with
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Response to Question 2a (continued):

palletization. As shown by witness Schenk, the cost
savings for palletized pieces compared to pieces in
sacks I1s 2.09 cents. USPS-T-43 at6. The original
pallet discount of 0.5 cents per piece is based on a
small passthrough of this cost saving. An
approximately 72 percent passthrough of the cost
savings of 2.09 cents would lead to a 1.5 cent
discount for palletized pieces.

Table 2D Within County. The two lines under Basic Nonautomation
should be changed to Basic Automation Letters and Basic Automation Flats,
instead of Basic Nonautomation Letters and Basic Nonautomation Flats. Similar
changes should be made for the two lines under 3-Digit Nonautomation and 5-
Digit Nonautomation. | estimate presort pass-throughs of 10, 17 and 36 percent,
respectively. for the 3-Digit, 5-Digit and Basic Carrier Route rates, instead of 10,
18 and 35 percents. The Automation Flats passthroughs are confirmed. |
estimate Automation Letters passthroughs of 17, 15, and 12 percent for Basic, 3-
Digit. and 5-Digit Automation Letters, respectively, instead of the17, 16 and 13
percent passthroughs provided in Table 2D The Carrier Route High Density and
Saturation passthroughs are estimated to be 48 and 57 percent, respectively,
instead of 56 and 66 percent. | am not able to derive the passthroughs for the
Delivery Office Entry discount. In a traditional rate case, this discount and the

delivery unit pound rate receive some allocation of non-transportation cost

avoidance and these allocations have not been done in this docket.
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Response to Question 2 (continued):

b. It is my understanding that the methodology used to calculate the 3-digit
and 5-digit automation letter cost unit savings has been used by Postal Service
for the past three cases, and that this methodology was approved and relied
upon by the Postal Rate Commission.

The Postal Service and the Commission have taken into account shape as
well as automation differences in calculating the cost savings for Periodicals
automation letters. The Postal Service's proposal in Docket No. R2001-1
estimated the difference between nonautomation flats (assuming that the
nonautomation rate categories are overwhelmingly flats) to nonautomation letters
at roughly the same presort level, and then added the difference between
nonautomation letters and automation letters at a similar presort level. The
method proposed in the question takes the difference between nonautomation

flats and automation letters without taking into account the presort differences.



Calculation of High Dennsity & Saturation Passthroughs

Cost Avoidances
Carrier Route

Mail Processing Delivery’

(in Cents) (In Cents)
Basic Carrier Route 3.115 6.173
High Density 1.466 4684
Saturation 1.466 4.108

' See witness John Kelly's response to POIR2 Question 1

Rates
Rates Discounts
Basic Carrier Route 7.2
High Density 13.8 34

Saturation 11.8 54

Total
{In Cents)
9.288
6.15
5.574

Pass-throughs

108%
145%

Attachment to POIR3
Question 2
Outside County Periodicals

Savings
(In Cents)

3.138
3.714
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Basic Nonautomation
3-Digit Nonautomation
5-Digit Nonautomation
Carrier Route

Basic Nonautomation
3-Digit

5-cignt

Carrier Route

Calculation of Presort Passthroughs
Cost Avoidances

Mail Proces sing
(In Cents)
28.070
20.183
14.438
9.131

Rates

Rates
10.000
9.200
8.200
4700

Delivery
(In cents)
10.689
10.689
10.689
6.173

Discounts

0.800
1.000
3.500

Calculation of Automation Passthroughs
Cost Avoidances

Flats

Basic
3-Digt
5-Digit

Basic Automation Flats
3-Digit Automation Flats
5-Digit Automation Flats

Letters
Nonautomation Letters
Basic

3/5 Digit

Automation Letters
Basic

3-Dugit

5-Digit

Basic Auto Letters
3-Digit Auto Letters
5-Digit Auto Letters

Barcoded Flat Size
Mail Processing
(In Cents)
26.289
18.345
13.878

Rates

Rates
73
69
63

13 548
11719

3165
2857
1819

Rates

Rates
47
45
43

Delivery

(In cents)
9.795
9.795
9795

Discounts
2.700
2.300
1.900

4 335
4678

3737
3699
3599

Discounts
5.300
4700
3.900

Attachment to POIR3
Question 2
Within County Periodicals

Presort
Total Savings
(In cents) (In cents)
38.759
30.872 7.887
25127 5.745
15.304 9.823
Pass-throughs
10%
17%
36%
Automation
Total Savings
(In cents) (In cents)
36.084 2675
29.140 1.732
23673 1.454
Pass-throughs
101%
133%
131%
17.883
16.398
6.902 31.857
6.556 30.718
5418 31.856

Pass-throughs
17%
15%
12%
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Calculation of High Dennsity & Saturation Passthroughs

Cost Avoidances
Carrier Route

Mail Processing Delivery’

(In Cents) (In Cents)
Basic Carrier Route 3.115 6.173
High Density 1.466 4684
Saturation 1.466 4108

' See witness John Kelly's response to POIR2 Question 1

Rates
Rates Discounts
Basic Camner Route 47
High Density 32 15
Saturation 26 2.1

Total
(In Cents)
9.288
6.15
5.574

Pass-throughs

48%
57%

Savings
(In Cents)

3.138
3.714
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3. Tables 3A to 3E show the development of passthrough percentages for all
Standard Mail discounts based on the Postal Service's proposed rates. Tables
3A to 3D show the avoidable mail processing and delivery costs. Table 3E
shows the avoidable cross docking and transportation cost. All costs reflect the
Commission’s methodology used in Docket No. R2001-1, as presented by the
Postal Service in the current docket.

a. Please confirm the mail processing, delivery, crossdocking,
transportation, and total workshare unit costs; discounts; and
percentage passthroughs in Tables 3A to 3E. Please provide
corrections as appropriate.

RESPONSE:

a | can confirm that the Mail Processing Unit Costs, Delivery Unit Costs,
calculated totals of Mail Processing Unit Costs and Delivery Unit Costs and the
differentials of these totals, the calculated effective discounts and the Percentage
Passthroughs are correct as shown on Tables 3C and 3D, with the following

exceptions and qualifications:

o Row 10. column 2, the value should be 6 173 (Source: USPS-LR-K-
101 xls. Summary TY. Cell 0103),

s Row 11, column 2. the value should be 4 684 (Source: USPS-LR-K-
101 xIs. Summary TY, Cell 0104);

e Row 13. column 2, the value should be 4 684 (Source: USPS-LR-K-
101.xIs, Summary TY, Cell 0104),

¢ Row 14, column 2, the source should be: USPS-LR-K-101.xls,
Summary TY. Cell 0105,

e Row 16, column 2, the value should be 6.173 (Source: USPS-LR-K-
101 .xls, Summary TY, Cell 0103},

e Row 19, column 2, the value should be 4.684 (Source: USPS-LR-K-
101.xls, Summary TY, Cell O104);

¢ Row 22, column 2, the source should be: USPS-LR-K-101 xls,
Summary TY, Cell 0105,
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Response to Question 3a (continued):

¢ Row 10, column 3, the value should be 9.396;

e Row 11, column 3, the value should be 6.164;

e Row 12, column 3, the value should be 3.232,;

e Row 12, column 4, the value should be 80%;

e Row 13, column 3, the value should be 6.164,

e Row 15, column 3, the value should be 0.576;

e Row 15, column 4, the value should be 156%;

e Row 16, column 3, the value should be 9.396;

» Row 18, column 3, the value should be -3.729;

¢ Row 18. column 4, the value should be 0%;

¢ Row 19, column 3, the value should be 6.164;

+ Row 21, column 3, the value should be 0.672;

» Row 21, column 4, the value should be 74%;

I can confirm the same quantities and calculations for Tables 3A and 3B

with the following qualifications:

s The Standard Mail flats figures listed under column (1) “Mail
Processing Unit Cost” on lines 4-5 are correct for the “worksharing
related unit cost” portions of the total actual mail processing unit cost
estimates.

e The figures supporting the letter/flat cost differentials on lines 7 and 10

are correct and represent total mail processing unit cost estimates for
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Response to Question 3a {continued):

those rate categories. The citation for line 7, however, is incorrect. It
should read “LR-K-102, p. 69, Col. 13, G33."

e For the automation presort rate categories, lines 13, 14, 16, and 17,
the numbers are correct and reflect the presort-adjusted mail
processing unit cost estimates.

e The source listed on line 8, column (2) is incorrect. It should be LR-K-
110. p 57, Col. 3, G13.

e Row 1, column 1, the value should be 13.548;

¢ Row 2, column 1, the value should be 11.719;

e Row 8. column 1, the value should be 18.665;

* Row 11 column 1, the value should be 16.071,

e Row 19. column 1, the value should be 13.548;

e Row 20, column 1, the value should be 4.022; the source shouid be
LR-K-110, p 57, Col 2, E23,

e Row 22, column 1, the value should be 4.022; the source should be
LR-K-110, p 57, Col 2, E23;

» Row 23, column 1, the value should be 3.165;
o Row 25, column 1, the value should be 11.719;
e Row 26, column 1, the value should be 2.857;
e Row 28, column 1, the value should be 2.857;
e Row 29, column 1, the value should be 1.819;
e Row 1, column 3, the value should be 17.883;

o Row 2, column 3, the value should be 16.397;
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Response to Question 3a (continued):

e Row 3, column 3, the value should be 1.486;

e Row 8, column 3, the value should be 23;

e Row 9, column 3, the value should be 13.263;

e Row 11, column 3, the value should be 20.749;

e Row 12,
e Row 19,
e Row 20,
e Row 21,
e Row 21,
e Row 22,
o Row 23.
» Row 24,
e Row 25,
e Row 26,
e Row 27,
e Row 27,
e Row 28,
e Row 29,

s Row 30,

column 3, the value should be 4.065;

column 3,
column 3,
column 3,
column 5,
column 3,
column 3,
column 3,
column 3,
column 3,
column 3,
column 5,
column 3,
column 3,

column 3,

the value should be 17.883:;
the value should be 7.843;

the value should be 10.04;

the value should be 51%;
the value should be 7.843;
the value should be 6.902;

the value should be 0.941:

the value should be 16.397;

the value should be 6.556;
the value should be 9.841;
the value should be 48%;

the value should be 6.556;
the value should be 5.418;

the value should be 1.138:;

Revised: May 24, 2005

I cannot confirm Table 3E in its entirety. The values for column (2),

Crossdocking Costs, for DBMC and DDU appear to have been switched. The
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Response to Question 3a (continued):

values in column (2) have also been revised slightly. A corrected version of
Table 3E is attached to this response, and | can confirm the values and
calculations shown on the corrected Table 3E with the following qualifications:

o The “Per Piece” Avoidable Costs shown in column (4) are developed
by pro-rating the per-pound avoidable costs to a 3.3 ounce piece. They
do not necessarily represent the true or measured avoidable costs for
a piece of this weight, which is unknown. Neither do these avoidable
costs represent the true or measured avoidable costs for an average-
weight piece-rated piece.

The descriptions of the quantities in columns (4) to (8) of the original Table

3E are potentially misleading and should be revised as shown in the corrected

Table 3E



POIR 3, Question 3a
Revised Table 3E

Docket No. R2005-1
Dropship Avoidable Costs Proposed Discounts, and Passthroughs
Standard Mail
(Amounts in Cents)

Pro-Rated
Avoidabie Cost Proposed Discounts

Avoidable Cost per Pound per Piece Per Pound Per Piece Per Pound Per Piece
Transportation Crossdocking Total (Piece-Rated  (Pound-Rated (Piece-Rated (Pound-Rated (Piece-Rated
Pieces Only)  Pieces Only)  Pieces Only) Pieces Only)  Pieces Only)

(1 @) (3)=(1)+(2) (4) (5) (6) (5)/(3) 4 (8) (6)/(4)
1 DBMC 10.96 2.36 13.32 2.75 10.5 2.2 °78.8% '80.1%;
2 DSCF 13.09 4.29 17.38 3.58 13.2 2.7 76.0% L 75.3%,
3 DDU 15.41 5.70 15.41 3.18 16.6 33 107.7% . "103.8%

Source: Col. 1 from USPS-LR-K-112, Excel File: AppenBPRC. Sheet Results, Cells F43, F42and F41.. = -0
Col. 2 from USPS-LR-K-112, Excel File AppenCPRC. Sheet Results, Cells E43, E42, and E41 R R
Col. 4 = Col. 3 * 3.3 ounces/16 ounces (Per-Pound Avoidable Cost prorated to 3.3 ounces) I '
Col. 5 & 6 discounts are calculated using the proposed rates shown in Exhibit USPS-28A, pp. 16 19 of 65.
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE TO
POIR NO. 3, QUESTION 4(b)

4. Tables 4A, 4B, and 4C depict the calculated passthroughs, using the PRC costing
methodology reflected in Docket No. R2001-1, for Parcel Post, Bound Printed Matter
(BPM), and Media Mall/Library Rate (Media), respectively. The passthroughs were
calculated using the avoided costs found in the Postal Service's version of PRC Parcel
cost models, USPS-LR-K-103.

(b) Please provide cost avoidance calculations, using the PRC methodology
reflected in Docket No. R2001-1, for Parcel Return Service (PRS) mail, and
provide the calculated passthroughs for PRS.

RESPONSE:
A fuller explanation of the way we treated PRS should have been provided in my
original testimony. The following discussion should remedy that omission.
Since PRS volumes. reveniues and costs are included in the Base Year totals,
PRS had to be addressed one way or another in the Postal Service's Test Year
projections  The PRS experiment will expire less than three weeks into the Test Year.
At present. the Postal Service is still collecting and evaluating data from the experiment
and | am informed that the Postal Service has made no decision on whether to request
an extenston of the experiment and file for a permanent classification or not. With that
background. the Postal Service faced several possible treatments for PRS:
. The Postal Service could have eliminated PRS volumes, costs and
revenues from Test Year projections But this could have unnecessarily
alarmed PRS customers. who might have viewed it as demonstrating a
lack of commitment to PRS on the Postal Service's part.
. The Postal Service could have assumed that PRS would continue into the
Test Year at its current rates  This treatment would have effectively

increased the PRS discounts significantly. In turn, this could have led the

Commission and other interested parties (for example, our Package
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POIR NO. 3, QUESTION 4(b)

Services competitors) to question whether the Postal Service was
intentionally using the current rate case to increase the discounts more
than proportionately without offering any cost studies or other
demonstrations that such increases were appropriate.

. The Postal Service could project PRS revenues into the Test Year
assuming PRS rates were increased by the uniform 5.4% increase that
other mail services received. In the end, this choice was the most
appealing. since it represented the most neutral pricing assumption and
had the least potential to send out false signals regarding the Postal
Service's intentions.

As | noted previously. the PRS experiment will expire in October of 2005. The
Postal Service must request a permanent classification for PRS before then to keep the
expenment runming | am informed that the Postal Service is still in the data collection
phase of the experiment and has not done any new cost studies. it will soon begin
evaluating the information it has been collecting and expects to have sufficient analyses
completed in time to determine the best course of action before the term of the

expernment expires
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE TO
POIR NO. 4, QUESTION 1

1. Please confirm that in FY 2004 there was no volume in any weight increment for the
rate category Parcel Post DBMC zone 5. If confirmed, please discuss what factors lead
to the disappearance of this volume.

RESPONSE:

Not confirmed. The PERMIT system reported approximately 39,000 DBMC Zone 5
pieces in FY 2004, so there was at least some volume that year. However, the Parcel
Post weight distribution study, which is used to distribute destination-entered pieces to
rate cells. did not detect a statistically significant level of Zone 5 pieces. Therefore,
when this study was used to distribute overall volume to the weight/zone cell, there
appears to be no volume in Zone 5. To the extent that some actual Zone 5 volume is
effectively distributed to other zones by using this weight distribution study, the revenue
impact 1s accounted for in the Revenue Adjustment Factor Due to the apparent low

volume affected (by virtue of the low 39,000 figure from PERMIT), this distribution

method does not significantly affect Parcel Post rate design or revenue calculation.
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE TO
POIR NO. 4, QUESTION 2

2. In past cases, an adjustment was made to Parcel Post revenue for OMAS mail. In
this case no adjustment was made. Please explain the rationale for not making an
OMAS adjustment.

RESPONSE:

In past cases, we have reported OMAS mail revenue as a separate data componentin
the RPW. However, no separate line item for OMAS mail has been reported in the

RPW since FY 2003. Data regarding OMAS have been merged with Intra and Inter

BMC mail through the PERMIT system and Postal One.
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE TO
POIR NO. 4, QUESTION 4

4. In October 2003, the experimental Parcel Return Service (PRS) began. This service
allows shippers to retrieve customer return mail from an identified BMC or DDU. With
regard to this service:

(a) Has a separate cube-weight refationship been developed for PRS maii? If not,
which Parcel Post category best reflects the cube-weight relationship of PRS
mail? Please discuss.

(b) Are separate transportation costs developed for PRS mail? If not, why not?

(c) Has the unit cost of PRS mail been modeled? If not, why not?

(d) Please explain why the TYBR volume estimate in USPS-T-28 B Spreadsheets
for PRS mail does not include any parcels subject to either the oversize rate or
the balloon rate.

RESPONSE:

(a) No separate cube-weight relationship has been developed for the experimental

PRS. The Parcel Select category best reflects the cube-weight relationship of PRS mail.
o)

As discussed in witness Kiefer's testimony (MC2/éO3-2, USPS-T-3 at page 9, footnote

3). RBMC pieces were expected to be most directly comparable to Parcel Select pieces.

(b) No separate transportation cost was developed for PRS mail. However, estimates
of transportation cost savings were developed by witness Eggleston (MC2003-2, USPS-

T-2) for purposes of the experiment. Please see response to POIR NO. 3, question 4.

(c) The unit cost of PRS mail has not been modeled. Please see response to POIR NO.

3. question 4.

(d) In order to project revenue for PRS in the test year (see response to POIR No. 3,
Question 4). an assumption was made regarding the volume profile of PRS pieces.
Although no full year of "billing determinant” information was available, there was a

volume profile from the early months of the experiment. Information from that time
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POIR NO. 4, QUESTION 4 '

period showed no oversized or balloon parcels, hence there was no test year projection
of revenue in these categories. It is not expected that these categories will contain
significant volume, so the simplifying assumption used to project TYBR revenues has

only a minor potential impact on the revenue projections.
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO POIR NO. 5, QUESTION 3

3. The following questions are regarding Priority Mail. Please refer to R2005-1, USPS-
T-28A spreadsheets and R2001-1, LR-J-103. In R2001-1, there was no separate line
item in the rate calculation worksheets for the balloon volume (packages weighing less
than 10 pounds but measuring more than 84 inches in length and girth combined). In
R2005-1, in the USPS-T-28A spreadsheets, the balloon mail is a separate line item.

(a) In R2001-1, was all the balloon volume allocated to the 15 Ibs. category or was it
spread out among weight increments? Please explain.

(b) Please explain why the balloon mail was separated from the rest of Priority in
R2005-1 and not in R2001-1.

(c) In R2005-1, what are the attributable costs associated with the balloon mail and
how should they be distributed? Please break the attributable costs for the
balloon mail into per-piece costs and per-pound costs using the method applied
to the rest of Priority Mail in R2001-1, LR-J-103.

(d) Have there ever been studies done to determine the extra costs associated with
balloon mail? If yes, please provide the latest data.

(e) The FY 2004 volume for the 14 Ibs. category is 1,018,938, for the 15 Ibs.
category is 490.904, and for the 16 Ibs. category is 710,184. Please explain the
considerably lower volume in the 15 Ibs. category compared with both the 14 Ibs.
and 16 Ibs. categories.

RESPONSE:

First. for clarification, the balloon rate does not apply to “packages weighing less
than 10 pounds but measuring more than 84 inches in length and girth combined.”
According to DMM Section 101.5.3, the balloon rate applies to Priority Mail “items
weighing less than 15 pounds but measuring more than 84 inches in combined length
and girth” (italics added).

However, ODIS-RPW does not consider parcels weighing more than 14 pounds,
up to 15 pounds, to be balloon-rated. even if they do exceed 84 inches in combined
length and girth. That 1s because regardiess of their dimensions, such parcels would

pay the 15-pound rate anyway.

(@) The RPW data system did not separately identify Priority Mail balloon-rated

parcels until FY 2002 Docket No R2001-1, which relied upon a FY 2000 Base Year,
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TO POIR NO. 5, QUESTION 3

predated this change. As a result, balloon-rated volume was by default distributed to the
weight increments according to actual weight.

This had a limited effect on revenue, though, because RPW revenue was based
on evident postage — that is, the postage actually applied as evidenced by the indicia.
For stamped and metered balloon-rated parcels, evident postage reflected the actual
balloon rate paid, not the weight increment to which the parcel was distributed. The
effect. therefore, of distributing such parcels to weight increments in the 1-14 pound
range was not to lower total RPW revenue, but to increase the revenue adjustment
factor applied to “calculated revenue” (see LR-J-103, Attachment A, Page 3). Postage
paid s not evident, on the other hand, for permit-imprint mail pieces. For such pieces
that were balloon-rated, RPW revenue was based on actual weight (ranging up to 14

pounds) and was therefore understated.

(b) Since FY 2002 (as reflected in the Prionty Mail Billing Determinants), the RPW
(now ODIS-RPW) data system has been able to separately identify Priority Mail balloon-
rated parcels. The Docket No. R2005-1 Base Year and Test Year volume distributions,

which i1solate the balloon-rate category. reflect this improvement.

(c) Attributable costs are estimated for mail subclasses but not for rate categories
such as the Priority Mail balloon rate.

The per-piece and per-pound cost elements appearing at the top of LR-J-103,
Attachment F, Page 1 in Docket No. R2001-1, result from volume-variable cost

distributions for the purpose of rate design. These cost elements apply generally to all
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO POIR NO. 5, QUESTION 3

Priority Mail and not specifically to any one rate category. Further below in the table,
allocated unit costs ére derived, by weight increment and by zone, from the cost
elements. It is not possible to derive similar allocated unit costs for balloon-rated parcels
because contemporaneous weight data were not available from the RPW data system

(please see the response to Part “a” above).

{d) No such studies have been completed. However, the Postal Service is currently
conducting a substantive review of the relationship between parcel size and cost.

Balloon-rated parcels are one subject of this review.

(e) The 490.904 pieces shown at 15 pounds is the result of an ODIS-RPW edit-
program error. A total of 405,460 parcels were misidentified as balloon-rated rather than
weight-rated This error was found only after the Docket No. R2005-1 filing was well
underway. and because it was determined that the effects are minimal (see below), it
was decided that the volume distribution would not be revised. A revision would have
the following effects on USPS-T-28A. PM-1, Page 1. the number of balloon-rated
parcels decreases by 405.460 (to 90.409). the number of 15-pound pieces increases by
392 685 (to 883.589). and total volume at all other weight levels, combined, increases
by 12 775 Total volume stays the same at 848,633.083.

Base Year RPW revenue remains unchanged at $4,419,822 668 (excluding
pickup fees) However. “calculated revenue” at USPS-T-28A, PM-1, Page 3 declines by
about -$151.000. réqumng a shight increase in the “revenue adjustment factor” from

100 869 percent to 100 873 percent in order to match the unchanged RPW total.
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The Postal Service considers these changes to be de minimis. Not only do total
volume and revenue not change, but the volume shift (405,460 pieces) represents less
than 0.05 percent of all Priority Mail volume. Moreover, there are no implications for the

Priority Mail rates proposed by witness Taufique in USPS-T-28.
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE TO
POIR NO. 5, QUESTION 4(b)

4. Please answer the following questions regarding Priority Mail. In R2001-1, USPS-
LR-J-96, page 13 contained weight and the average haul by zone for Commercial Air
and Other Air in the base year. Please refer to R2001-1, LR-J-103 Per-Pound Elements
worksheet. Weight and the average haul by zone for Commercial Air and Other Air was
used to distribute distance-related and nondistance-related air transportation costs to
the zones. More specifically, total air pounds is used to distribute nondistance-related
air costs to the zones and passenger pound miles is used to distribute distance-related
air transportation costs to the zones. R2005-1, USPS-LR-K-37, contains weight and the
average haul by zone for FedEx and Other Air.

(b) FedEx costs are incurred based on cubic feet rather than weight. Can one
reasonably allocate FedEx transportation costs to the weight categories and
zones? If so, how shouid that be done?

RESPONSE:
{(b) The reasonability of such an allocation depends ultimately on the relationship
between weight and FedEx “cube,” as well as the ability to measure that relationship.

The Postal Service is currently studying this matter as part of the substantive review

mentioned in the response to Question 3d above.
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE TO
POIR NO. 5, QUESTION 5 ’

5. Please refer to the footnote on page 2 of the Per-Pound Elements worksheet LR-J-
103 in R2001-1, which states “Local share (12.35%) established in R90-1."

(a) Was there a study conducted to arrive at that local share percentage? If yes,
please give a detailed summary of that report. If not, please explain how local
share was determined.

(b) Have there been any recent studies that confirm the percentage of local share is
still valid? If yes, please give details. If not, please explain why 12.35% is
reasonable.

RESPONSE:

(a) The 1235 percent Local share (of total Local and Zone 1-3 postage pounds) in
Docket No. R90-1 derived from a Local/non-Local split that was available, at the time,

through an algonthm in the RPW data system.

(by The referenced systems capability in part “a” above was lost sometime in the early
1990s when the TRACS system — which superseded RPW in some respects — was
introduced No comparable calculation has been made since Docket No. R90-1, and
neither ODIS-RPW nor TRACS presently have the capability to distinguish Local from
non-Local volume (or weight). In the absence of a better number, we continue to rely on
the 12 35 percent figure. The Postal Service will endeavor to examine possible

solutions for updating the figure in the future.
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE TO
= POIR NO. 5, QUESTION 6

6. Please provide the average weight per piece (in pounds) in the base year for the flat-
rate envelope in Priority Mail.

RESPONSE:
Average weight for the Priority Mail flat-rate envelope in the Base Year (FY 2004) was

0.752 pounds.
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RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO POIR NO. 6, QUESTION 1

1. Please confirm that in Fee Schedule 1000, Miscellaneous Fees, Attachment
A, page 83 of the Postal Service Request, the line identifying current and
proposed fees for a Periodicals Original Entry application should read as follows:

Current Proposed
Periodicals
A. Original Entry 375.00 395.00
RESPONSE:

Confirmed, consistent with page 56 of my Exhibit A.



RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE
TO POIR NO. 6, QUESTION 2

2. Please provide Base Year volume by zone and weight group for the three categories
of Express Mail (Post Office to Post Office, Post Office to Addressee, Custom
Designed). Also, please provide the weight adjustment factor used to conform weight
estimates to the EMRS reported weight and an explanation of how that factor is
determined.

RESPONSE:

As requested. the Base Year volume by zone and weight group for the three categories
of Express Mail (Post Office to Post Office, Post Office to Addressee, and Custom

Designed) 1s provided below, and is also provided in the attached Excel spreadsheet.

The weight adjustment factor used to conform the weight estimates from the Billing
Determinants Base Year volume by zone and weight to the EMRS reported weight
adjustment factor is 21606073. The calculation of this factor is described in the next

paragraph

Although volume and revenue data are available in detail from EMRS, the only weight
information I1s the thresholds between the Weight Steps. To determine the average
weight of the pieces within a Weight Step for the three categories of Express Mail (Post
Office to Post Office. Post Office to Addressee, and Custom Designed), an iterative
process Is used to determine the necessary “Weight Range Adjustment Factor” that
describes the average weight of pieces within a weight step. A technique within Excel
known as “Goal Seek” 1s used to calculate the adjustment needed for each weight step
and applied by zone The goalis the 46.200.097 pounds that have to be distributed by
weight steps and to all zones. The Flat Rate weight (4.424,236) is excluded from the
Express Mail weight (50.624 333) as reported in the Revenue, Pieces, and Weight
(RPW) File. resulting in a net weight of 46.200.097. “Goal Seek” utilizes this amount to
determine the adjustment needed for each Weight Step to derive the average weight for
each Weight Step The We!ght for each zone in the Weight Step is this average weight
times the number of pieces in the Zone. from EMRS volume data. The final result sums
to the weight of 46,200.097.
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EXPRESS MAIL VOLUME BY ZONE AND WEIGHT CLASS 1/
BASE YEAR - GFY 2004

Waerght Class Zone 1 Zone 2 Zone 3 Zone 4 Zone 5 Zone 6 Zone 7 Zone 8 Zone 9 Total
A Labels (PO to PO)

s] 05 2492 2291 2040 1531 3013 332 324 109 12132
cs 1 1750 555 649 403 1130 222 291 253 5253
1 2 2334 1300 707 727 1.786 328 165 347 7694
2 3 1385 1147 572 638 1514 222 98 182 5762
3 4 918 797 619 963 1.591 347 162 133 5530
4 s 492 455 8504 703 1276 322 138 130 4120
& 6 451 305 454 587 1135 245 123 162 3.502
&) 7 284 158 447 454 863 179 101 140 2626
N 8 179 171 303 409 677 108 83 130 2.061
[ 3 123 83 267 338 555 85 68 108 1627
El ko) 6% 48 224 367 511 70 47 92 1428
15 A 86 45 164 326 464 7 57 82 1.299
1 A 82 166 145 234 481 50 44 77 1279
12 13 9% 28 120 204 390 29 27 61 955
13 14 7 S0 a9 186 364 22 48 56 886
14 1t 69 41 78 145 348 29 58 40 808
15 16 54 30 77 157 396 21 45 44 824
% . 30 29 64 159 421 16 71 30 820
' '8 27 31 36 127 335 20 49 50 675
- 9 25 12 5 15 268 15 23 31 541
el 28 15 9 kb g7 187 19 36 29 430
hp o 18 10 58 109 118 15 26 25 380
S0 20 18 18 45 111 130 20 43 26 412
P 23 2 14 39 113 133 18 19 17 375
33 24 9 16 a0 82 186 15 13 10 371
o4 25 9 20 44 119 164 16 14 8 396
25 o8 17 18 52 87 196 28 20 5 423
o 3 12 19 68 108 223 45 20 8 504
27 o8 11 11 9N 107 290 84 26 10 630
2% N 5 12 ™ 97 301 66 8 12 572
Pt 8 21 69 N 269 47 17 11 533
35 2 9 13 62 96 208 30 11 8 437
kN i 2 25 38 84 164 24 19 17 383
38 EX] 6 13 53 9 154 12 14 13 3%
32 34 12 12 3 S8 109 2. 19 13 275
34 3% N 12 oy 63 99 15 13 17 248
3¢ W, 18 7 <7 50 83 13 18 12 234
KR 3t 5 ] P 56 7 10 20 4 209
37 e T 9 Y 54 75 7 12 13 202
ki 3G 9 10 2C 44 62 10 13 7 175
1% as h [} 2C 51 89 AR 24 14 222
4z ar 3 * 3" 55 6 6 29 21 218
ar az 8 6 A kil B9 g 32 16 216
4c 42 3 2 3 46 81 13 20 8 186
41 44 9 10 24 47 90 14 21 11 226
a4 45 5 0 *5 64 B4 10 19 7 204
ac 45 3 ] 21 S5C 85 4 1 22 199
4/ 4 5 [:) X ] 41 72 2 12 10 162
4° 48 3 5 8 43 83 9 22 15 168
an 43 2 6 1 38 74 6 18 17 174
as 5C T4 5 e 56 57 5 20 18 193
5C < 3 4 - St 54 5 26 9 172
e b 11 1 £l 3S 45 6 22 Al 155
£l 53 2 6 A °8 56 6 16 2 194
£ L2 2 3 N 53 55 1 24 11 172
s ‘e . 3 - % 27 a 19 20 141
5% k] 6 2 3 52 7 8 21 22 158
S & C 1 02 41 48 5 24 19 150
e e 5 1 t1 57 50 7 21 22 176
&R 59 3 1 AN 45 37 4 17 23 142
59 B0 3 0 2% 53 50 7 34 26 198
o & o] 2 *Z 47 5 2 24 21 157
B 62 3 Q 12 34 61 <] 28 22 166
&2 3 2 1 N 3 34 5 27 16 123
£3 Ha Q ol s 16 pal 3 10 8 &3
%) && . 2 1 13 9 1 4 3 34
65 56 o] 0 2 [ 1 0 3 0 12
86 67 1 [ 2 5 1 1 0 2 12
67 62 1 ] 1 6 4 1 0 o] 13
58 ] 0 ¢} 0 3 1 0 1 0 5
69 By 3 2 1 0 1 0 o} 2 7
Total 11362 8103 9051 11709 22248 3413 2852 2948 71.786

B Labels {PO (o Addres3ee)
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o] 05 §820108 5481986 7183980 7562553 4803482 2933173 2906083 1766440 42457 BO6
05 1 1.201 629 546.025 636 877 639 938 443.390 269.848 319.094 248089 4304 B90
1 2 750828 381573 466 582 451043 326.008 220924 238.004 196581 3.072 543
2 3 270034 154 716 194 842 207 335 150,516 105856 112.147 98357 1293803
3 a 135 316 86 669 113778 124 007 90.789 68 367 68 585 61352 748 863
4 5 80 305 52 B30 72870 81303 60.393 48 476 46 310 41.512 483 939
5 8 50 220 34 548 48 137 54 650 41227 34.115 31.598 28791 323286
5 7 34 605 24 837 35837 41170 31.822 27.021 24 661 22.436 242 389
N 8 24551 19,950 30166 35672 27,199 22885 20674 18.057 199 154
a 9 17 783 14779 21776 26.353 20.984 19133 16.452 14,892 152 152
g 10 13783 12188 16 802 20279 16 985 16.055 13.265 12,661 122018
3 T 10572 9233 13725 16 366 13716 13725 11.628 10728 99.694
' 12 7 544 6778 10759 12,446 11,142 11.061 9.147 8768 77645
w2 13 6 879 7761 14 567 12193 10837 13171 15039 8424 88 871
*3 t4 5200 4638 7687 9156 8531 9,148 7675 7.218 59.253
14 5 4 950 4084 6 630 8 393 7.415 8124 6.589 6,168 52.353
A A 4183 37 5341 7 248 6.599 7.249 5,901 5697 46.539
G L 1893 3679 5488 7876 6427 7324 5874 5089 45650
T8 3p8z 2552 4193 5232 4875 5852 4617 4,449 34 852
v g 2467 2.528 4202 5421 4344 5276 4377 4462 33077
“ 2z 2573 2495 4317 5378 4 350 4772 4078 3966 31929
a7 P 2233 19€3 4087 4405 3662 4369 3794 3.469 27982
ot 22 2146 1827 3457 3838 3682 4189 3629 3289 26 057
Py 23 1959 1545 2826 3278 3.307 3539 3.089 3108 22754
N N 2 089 1581 2547 2964 2994 3.299 2749 2704 20927
<3 28 1643 1512 2316 2606 2783 2997 2369 2420 18 646
. 25 1967 1877 2668 3170 2935 2911 2661 2432 20621
o€ 27 TE7Y 1455 2139 2481 2497 2680 2,038 1,943 16.904
N o8 151 18615 2147 3330 2558 2.830 2105 1775 17.871
o Pl 1445 1770 2056 4245 2.708 3.300 2073 1.801 19.398
el 32 1 639 1253 1714 2766 2276 2485 2.009 2,048 16 160
3 2 2543 1263 1609 214a 1840 2 066 1.679 1.898 15042
i 2 2045 1033 12383 1794 18615 1788 1.575 1592 12.825
33 1 094 973 1860 1 898 1561 1.820 1.656 1.308 12170
kS 1162 923 1707 1617 1354 1572 1674 1.282 11285
35 2645 1333 1620 17% 1389 1.400 1.496 1308 12.947
kN ¥ 1025 927 1396 13N 1.272 1.311 1.304 1.119 9725
» it 975 813 1 040 1271 1200 1.240 1.016 1.067 8622
P 3R 759 B16 1464 1.40% 1 086 1.186 1.242 1020 8378
M iy 793 810 1 603 1531 1093 1249 1221 944 3 344
s 47 1707 1142 1534 1610 1172 1.088 1075 896 10224
; a 1209 1168 2992 3219 1922 1.154 1.492 872 14 028
< N 651 634 v 13100 1165 813 896 704 7314
N 4z 769 520 70 Ty 718 698 697 649 5482
4 44 LR RA] 534 550 990 636 632 649 586 5788
) 4¢ 747 432 554 6129 653 586 500 601 10202
< ar 329 323 LR] 218 53 625 471 534 5433
< 47 269 346 a25 550 520 546 430 579 3665
< 43 22 323 362 417 460 478 329 457 3054
4 a4 25% 294 348 389 468 424 325 540 3043
L 1Y) 518 326 '8 437 509 380 276 458 3282
<l < 216 272 4" 587 497 427 253 372 3101
< b 173 227 418 45 431 365 239 394 2698
RN £3 147 238 425 354 428 354 234 316 249
e 4 195 2 605 616 417 385 251 313 3042
Ll &6 2¢ 376 1948 520 725 70 336 299 6112
N - 109 144 278 330 281 249 178 236 1802
€ R 98 138 PAR 281 229 191 129 213 1466
¢ A BS 120 T 176 197 150 177 194 1266
Lt &3 88 107 1450 182 229 182 211 188 1337
L 50 63 129 8's 571 325 400 231 203 2741
&7 ey 52 79 Py 215 177 192 101 152 1219
5t N 5 [AL] 135 116 17 112 154 860
er "3 59 49 83 1ot 110 101 91 127 727
L 54 47 49 &8 84 93 91 70 127 629
%] 3 50 54 m2 °5 a3 a7 82 120 623
CE S 38 41 6L §2 69 100 74 95 569
2 R 26 32 5C 79 62 69 73 93 500
L A 29 38 ) 80 70 65 56 109 506
i S 28 51 43 65 56 57 63 99 468
£ B 60 a7 57 95 83 52 65 93 552
T3 12431443 6891598 B IS4 T $ 445885 6145265 3909545 3922344 2621443 54 383250

CD Labels {(Custom Designed)

Vveght Ciass

N 25 3200 16190 3287 2277 601 405 674 3997 16 021
] B 1502 310 1609 1379 783 201 681 3032 10 097
N N 4978 2704 1862 1565 B50 185 759 2.563 15474
- 3 1637 1376 2 506 1362 79 197 830 1.313 10012
4 2068 1124 1614 8B4 525 238 488 935 7 306
4 5 1013 59C 1145 638 499 193 411 ar7 5366
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5 6 580 437 874 466 429 182 531 879 4378
) 7 707 397 770 420 N 187 377 797 3986
7 8 561 363 695 332 326 185 232 811 3505
8 9 418 288 533 357 299 138 141 591 2765
< 10 474 229 452 358 286 158 154 573 2684
10 1 331 179 381 338 261 169 145 576 2380
1 12 316 307 383 373 269 214 155 605 2602
12 13 175 267 339 352 261 184 174 556 2308
13 14 215 236 353 382 267 185 145 456 2.24C
14 15 141 257 79 402 244 225 173 475 2.29
15 16 238" 318 354 423 218 232 189 386 2,358
1" v 169 251 37 458 230 226 209 466 2326
* ‘8 167 301 324 486 225 249 210 408 2370
A=} 19 181 305 295 483 203 282 188 752 2690
% 2C 159 313 237 438 278 255 199 483 2402
S o 167 316 265 497 289 321 23 492 2578
2t 22 157 311 263 480 339 308 177 435 2470
20 23 138 278 307 553 405 343 183 358 2605
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CHAIRMAN OMAS: Is there any additional written
cross-examination for witness Taufique?
MR. TIDWELL: Yes, Mr. Chairman. The Postal
Service has counter-designated two additional interrogatory
responses, the response that was designated MMAT21-55

directed from witness Abdirahman we have counter-

I
D

designated the answer to subpart (a); and witness Taufique’'s
respcnse to ABA-T21-56, redirected from witness Abdirahman

we hawve counter-designated by adding his response to subpart

I have cne other procedural matter. We had
eglected earlier to ask the witness 1f there were any

Liryary references associated with his testimony, so I shall

and he shall respond.

=
et
&3]
=
=
.
2
(7]
[6p]
]
v

‘e 18 only one library reference

s37crated withn my testimony which 1s LR-K-115.

yelerance

CHAIRMAN OMAZ:. wWithncut objection, so ordered.

Is rhere any addiv:cnal cross-examination for
~1tness Taufique?

{No response.

THAIEMAN OMAS: There being none, this brings us
to cral Tross-examinat:.:i. Three parties have requested
_ral cross-examination: American Bankers Association and

Her:-aa< Feporting Corporation
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National Association of Presort Mailers, Major Mailers

Association, Valpak Direct Marketing Systems Incorporated

and Valpak Dealers Association Incorporated.

Mr. Hart, would ycu begin, please? American

Bankers Association and Naticonal Association of Presort

=

iR

Wl

ilers.
MR. HART: Thank you, Mr. Chairman.
CROSS-EXAMINATION
BY Mr. HART:
z Sooed afternoon, Mr. Taufique.,
A Zzcd afternoon, sir. How are you?
. Sood. Thank you. Zcould you please turn to your
poonge w0 ABALNAPM-T28-2 whith was filed in a revised
con June 270 Let me Wnow when you have 1t in front of
2 There's 3 guesticn and then there’s a table. There’s
rotarles tnat follow the guestion
P 1es TZ28-37
o re s
pey “ha Vie' re there
MEL O TIDWELL: Mr. “iairman, I don‘t know if you
. nave on your laptop there that interrogatory. I have
ries.  It's not to introduce 1t 1nto evidence, it’s just a
vt othe interrsgatoyy, put I thought it might be helpful
“ihothis guestion 1f vou had a copy of the table.

THAIEMAN OMAZ:  If you could distribute it,

1ng Corporation

Heri1tage Report
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TIDWELL: Yes, I will.

WITNESS: Could I get a copy also?

TIDWELL: Again, this is already designated in
‘s just for your convenilience.

MR. TIDWELL:

going to ask you scme guestions about the

es Just to get a couple of clarifications that

[—

~o the question and then your response.

<. Teould I get a copy of the table alsc? I do
1 2f the table

rn

iret of those four tables that are attached

e
)
d
u
1
O
[
<
z
(6]
W

was tust copilied from the

wag presented b the Commlssion in the

f.orev'e Information Eeguest 6, Question No. 7.

n
L

r+
«

3

~om ABA&NAPM contalns an

f.1t waz made b ABALNAFM to that hypothetical.

first ogquestion o to U0 18 -- and take your time
“wo rtables -- w:ill you accept subject to

©ie- only chanas 1n that Table 1 from ABA&NAPM

Twioooolumns whith are USPS Worksharing Costs

ates 15 thart <nhe USPS worksharing costs for

we “hanged 17 from 13 to 152 You can see it 1n

"mina st nhe table, the change that you made was

Heritage Reporting Corporation
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for Category B. The worksharing costs have been changed
from 13 to 15. That 1s accurate.

Q Correct. We didn’t make any changes under USPS
Worksharing Costs or Postage Rates to either Category A or
Category C?

A Those are the only changes.

Q Thank you. Will you then confirm that with that
-ne change that we made that the incremental pass-throughs

fsr rate categories B and C which had been 71 percent and

'y

ercent, respectively, 1n the POIR6, Question No. 7,
<1+ 1, that they changed t< 100 percent and 100 percent,
respe-tively, in the ABA&NAPM Table 17

A The calculated pass-throughs, which are basically

“b. qrscount over cost of wroidance or 71 percent in the

[y

e that was provided b the Commission in POIR6 Question
", tne ca.culated rass through for the same base

ireanry B owhich 1s again discount divided by cost of

poordance 1s 100 percent
The same holds +rue for Category C. The pass-
“nrougn for that Categeory 7 13 again the discount which was

-mre- divided by the cost I avoidance which was one is 300

T
'

-zent. In the case =f ARALNAPM table, the discount 1is
-hree and the cost of av-:iince 1s three. To the pass-
- Thank vou. Can yvou confirm that in the example

Heritage Reporting Corporation
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I just gave you that as a result of that one change

that was made to the ABA&NAPM Table 1 that this change in

the pass-throughs from 71 percent and 100 percent in the

table at the top is changed to 100 percent and 100 percent?

’ v
I'm
- o
Tabl
wLes
]
!
Al
at
-
N
-
a
.y
Tt
v b
e
ey
1Ol
Cass
¢
a0l

serry
A You mean 71 percent and 300 percent in the first
e.
o] Correct. Strike that. Let me rephrase the
zion. Can vou confirm in the example that I just gave
mhat the adjustment made to Table 1 by the ARA&NAPM
«, with this change in pass-throughs that resulted in
ABAGNAEM table is due totally to the change that we
~~ CTateaory B and not due 1n any way toc any change that
matle to Category C7
= Inat 1s accurate
- Lastly, can you confilrm that under that example
Wi Jave ou in ABAAKNAFPM Table 1 which has the 100
= inorerental pass-throushs for Category B and Q that
rveexylring discount for Tateacry C does not exceed the
avorded for that catesory?

A I believe that was my response to POIR also, that
we do increment and pass-throughs the pass-through for
1ven rate category that will only be affected by what the

-throuah was for the previous level. They are
ilent 1f you do 100 percent pass-throughs at each

Heritage Reporting Corporation
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el, but they become unequal or they affect the pass-

throughs of the other eight categories that follow, but that

1s

ot

e

true.
Q So that 1n the ABA&GNAPM example where we looked at
POIR fixed table and there was a "problem" with Category

here we had 200 percent pass-through, that "problem"

se are mv words, not yours -- was removed by adjusting
""IPS worksharing costs for Category B?

A Thit 1s true with one basic note that in this

-2 -ular Tas<e vou did not use the cost study to come up
«he paiss--hrough for the rates. Basically, the rates
ieosized po the applicaticn of 5.4 percent target

wizze t- a.. the rates :n all rate categories. So we did

{ a0 s hroughs tnothe rraditional sense that you

L% 4t se 4 smmnmaibus rate Tase that 1s filed with all the

P b PoatooaaToompanies 1

- Triteevato g Tould vou then turn to your response
SRAGNAEM TSRS Tl nd 1n particular, your response to
Toar I oAl : Juss ler me know when you have that in

M- TIDWELL: Tounsel, was that T28, 20 or T217?
MELOHART:  No. I'm sorry. 20(a).

THE WITNESS IT's T21-20

MELOHAERT I oapclogrze It was T21-20(a).

o TITWELL Thank you

£2£-4828
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MR. HART: Thank you.
BY MR. HART:

Q Now, we’ve just talking about incremental pass-
~hroughs because we’ve been talking about the ABA&NAPM
Interrogatory No. 3 and the POIR6 Question No. 7, but can
yeu confirm for us that it is the Postal Service’s practice
and in your belief past Commission practice to use both

red mail as the benchmark to determine worksharing cost

3
D
(t
1y

savings for all firsc-class letter mail automated rate
TateqgTries?

A Lona guesticon. ~-uld you repeat 1t one more time,
rlease?

i Yes. Can you <onfirm that it 1s the Postal

Se=rize’s pravtice and ir. vour opinlon has been the past
Tommissicon practice to use both metered mail as the
Fe: ~nmark ro determine w_orrshare cost savings for all first-

~lass letter ma:l autcomated rate categories?

A Tt 1s my underssanding that the Postal Service and
R ‘mmisg:-n has used *he BMM or buckwheat and bailers

tenchmark for the automat . rate categories.
ME. HART: Thav s all I have. Thank you.

CHAIRMAN CMAS: Thank you, Mr. Hart.

MR . MCRGAN: Thank you, Mr. Chairman,
Commissione: SoZd alternocn

orting Corporation
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1 CHAIRMAN OMAS: Good afternoon. ‘

2 MR. MORGAN: Valpak has three interrogatcries to

z witness Taufique that we understand have been redirected to

4 witrness Abdirahman and we may want to designate those when
rhose are answered at that time.

: CHAIRMAN OMAS: Without objection.

h CROSS-EXAMINATION

BY ME. MORGAN:

. ¢ Mr . Taufique, first I have a couple of questions
r1irdina how you arrived at the nonprofit ECR rates that
voo peina re1:e3ted by the Fistal Service.

“HLTPMAN OMAS: Excuse me, Mr. Morgan. Would you
fyimy thme mi - ~loger to you - that we can hear you?
“oveuratel s, these are not tie- modern mics. We will have
pever mics 0 vhe new pLace. You have to talk directly
ot hese

MF . MURGAN: o,

HATEMAN OMAX Thoank ou
ME . MTESGAN: St ve weloome.
ET OME. MORGAN
. 2 As ¢ understand .7, according to Public Law No.
107 a4 nonprofi1t rates are "o be set so that the average

rie-e 1s as nsairly as practicable to 60 percent
~f +he averaze revenue per piece of the corresponding
‘=:1al rate and that those revenue per plece

ing Corporation
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calculations are to be made using TYBR billing
determinatiéns.

Let’'s take each of those parts one at a time.
First of 3ll, the law provides that you’re supposed to
culate the average revenue per piece with TYBR billing
determining.  You didn’t initially use TYBR billing
ie.rerminations.  Is that correct?
A That 1s accurate as far as to the response that
v rrovided to under the numbers, but we corrected that and

resise=1 The numpbers based on TYBR billing determinants and

- (r.posed rates
. Thiank vou. I oknow there was a similar problem in
oo Tl-l0 Ave you aware of that?
P o seen the 13sus -hat was discussed and the
rImert e e tlsicon
. Theero At owas orovious.y an incorrect application
I swatut e using TYAR rprlilinga - -
3 Forveoniately, tnothis rage the reserve for amounts
ititer=d will be applied kecause of the fact that this
: gioaTross ot peoard increase. There won't be much of a

coanIe 1o thee biliing deterxminant from TYBR to TYAR, so the

SLL.TInTt o rat of revenus per plece was not that
miitTantey 1ifferens from what we had before.
- Se-mnd, ler's discuss the term as nearly as

Her:taags Reporting

Corpecration
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A Okay.

Q Let's start generally. How would you define those
words?

Y The application of this particular statute in the

context of rate making basically 1s in the context of the

rate case that we are working on. I don’t know how much

[

‘are making work are you familiar with, but basically when
vou do rate making you’re expected to cover a lot of things
:nd nectning falls in perfectly, you know?

7ocu follow one part of the theory in rate making
.4 1 doesn’t work all the t:me. There are reasons why you
wint o deviate from one thina or the other based on the
“-n-ext of that part of the rate case, whether it be pass-
v aahs or other applitations.

The 1nte

[

‘prer 3T :on that Postal Service had in this
sase -f as nearly as praicticable, my understanding is that
wiat we proposed were le3ii rates under the statute. That
s ooar ounderstanding of - law. We can disagree on the

nderstandina ©f the law, ©© that 1s our understanding of

We thought that i+ significant increase for the
nonprefit ECR matters was not warranted in this case. As
much possible our goa: wis o apply the 5.4 percent

v

1k the nonprofit ECR matters should

b
3
‘e
D
u
Upl
1Y
=
1M
jON
=
[ON
o}
]
T
'

&}
it
o)
i
1]
(e}
o]
[
N
Vo
(@]
*Y
3
o1
-

hisnher rate or percent change compared

Heritage Reporting Corporation
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to all the other classes paid.

Where we did not have choice we made the
exception, but over here we thought the law allowed us to
rropose 5.4 percent application for nonprofit ECR and these
would be legal rates. That’'s our understanding of the law.
I'm not an attorney of advice that this 1is a correct
arrlication of the law.

I understand. So you would say that the term as

@]

near.v as practicable doesn’t necessarily mean rounding, you
»arme 1nto consideration other factors as well?

Py "n the context of this rate case we take -- the

[Ba!

.4 percent I believe across the board to all
v .+ = —~avsaoriec. We believe that this proposal meets the
pe-yarvemant 0of the statute. n a different rate case, in a

1. fferens oontext with cther des:an changes the reserve

We would be much closer to 60 percent than what we

ire ey herye, 1t's pessitle.  We have done that I think in

M

Wweeli, let’s assume Ior a moment that this phrase

[

v as practicable applied to a first-class mall rate

SRt e DYy Let’'s think in terms of applying that to a first-
-l ;28 marl where the rates are expressed in whole integers.

W-ould -“he meaning of that term mean that rates could be
»-unded up or down to the nearest cent and that would be

orting Corporation
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okay?
A The rcunding conventions are gquite different for
d:fferent classes of mail. In the first-class, single piece

we actually round 1t up or down to a whole cent. In

Y
o

tomation categories 1t cent for cent. In some categories

Al
n
3
D
O}
[
4]

l services that I’'ve learned just recently there is

Tive Tents
32 +the rounding ccnventions are quite different
Do lasses -f mail and we apply those rounding conventions
fayve iIne <hat in this case alsoc.  Some of the resulting
»oent Thanass devi1ate from 5.4 because of the rounding up
B i osome Tises, 80 yes.  There 1s no law that
piirves us o o r-ound one way Cv the other.
. YNooono, ns. Inos=av oa firstf-class mail context and
Trevs 13 parTlCuliar ratée That regulres you to be as
YovoaF practisable toa rertain Jriterion, would you
Sodsy g in o the filvst-class context to just mean by
Lty oor o ow ol ooou use coner factors, like you've done
Pt Arain, Lieme T osait, vthe context of that particular
ie-, The lssues, besauge o=t numbers change over time, the
ms of o hiaher and lower are bevond our expectations in
mee cases, tiee cogrn o estimate [or worksharing change over
LT, 8T L Tne TonTexs { a3 parrticular case that could
Loan e

Her 1tadge Reporting Corporation
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I'm not following your question. I'm not trying
to understand. We do rounding on a regular basis.

Q Well, I'm mainly trying to focus on the words as
nearly as practicable and see how you have used that. Are
vou aware of any cother instances in the PRA that use the
term as nearly as practicable?

A I'm not familiar with any places where this would

cC I think one place that it’s used is in nonprofit

- 4 —~
per1oalrcal

n

and classroom rper:i:odicals. There’'s a five

rerTent

1
prd
2
n
i
f

discount that says as nearly as practicable

v five percent Have you seen that before?
Pt I'm sure I've seen the law because I worked with
ver:odicals for a long t:ive-. I Just don’'t remember seeing

18 neariiy as practlicable :nn that context.

- S in o vTur expsrience at the Postal Service or
Anywhere else can you ridentify any instance where the term
roas beern used to 2ustriy o rats which varied from a mandated
Lere L more than roundina - the closest 10 percent?

pa The appl:cati.. of f1ve percent to nonprofit and

b
v

s.assrocm, 17ve done that 1 the past and there were no

iasuses that I v

®

call in tiat area. In this particular case,

this was not an 1ssue rthi® was taken lightly. There was a

iiscussicn within the rr.3mal Service about this. A number
2 recple talked acout Lt
Her:tage porting Corporation
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Cur interpretation was that in the context of this'
rate case it was the rates were legal under the statute.

0 They were as nearly as practicable?

T

As nearly as practicable in this case and in the
next case 1n the context of a traditional omnibus case
tnings may change and we may be closer to 50 percent than
where we are at this point 1in time. Like I said, the impact
1lers -- especially the nonprofit ECR mailers --
e rate increase would have been significantly high than
“ 3 we had proposed 1n our proposal.

h

ey may be closer in another case. Could

sines bee farcher away?
A A31a:n, the contexr of that case would determine
C 4. 0 ~aun.t forecast 1a * o what will happen 1n the next
D itee Tape (y tne rate case alter that
- We.., I guess how far would you consider it 1f you
:1i 1o from 60 percent anig still be considered as nearly
z‘g"t"fl'ﬂ‘,ﬁ?
P T i"n‘r have 3 namber, but in the context of that
L rtioular rite case, asiin, wo will get the advice of our
iv v ovnevs, anl discuss 1t nd Jdetermine whether this was a

eas1ble apylication ci the _aw Or not.

~ Now, lock spe-:ifically at your testimony. Could
sou o tarn o orage 11, particularly lines 17 through 21?7 Do

3

g Corporation
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A Yes.

Q Am'I right in saying that the rates you proposed
or standard commercial ECR yield an average increase of 5.6
ercent?

A I defer to my colleague who testified earlier in
erms of calculation of percent changes. My error that I

iv3 not allow, did not heed the constant in calculating the

., so Ms. Raobinson’s calculations are closer

[
A}
3
o3
3

nan mine are.

. For standard nonprofit ECR, 1in your testimony you
“io 1 .t owas ¢ x percent. [ don't know if the other
Py I pel:eve Ms. PFchbinson's numbers were lowey than
© .4 percent, I bel,ee.  That 1s based on the

eersan i othat Mr, Olson had with her this morning.

[

- ALs2, here yLuo @Ay that the average revenue per
Py nonprofir ECR o1e t£ percent of the average revenue
R ey gl EUF ! ces that still apply?
y Thiat et il applies.  The percent change basically

oeers the vl lure mixX Chanaes you can have the percent

nt oand :f you keep the volume as

ers woull not change. The proposed rates

r
ty
N

-
i

7 Thanas her

'8 notw £ rercent, right, 1t’s 567

4

n
I
«
"
.
T
«
3
¥
!

ey e application of TYBR, but in

Her:tags Reporting Corporation
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determinants it is still 56 percent.
Q Now, refer to the next page, lines 10 through 12.
You gay that nonprofit ECR rates would have to increase on
the order of 13 percent for its average revenue per piece to

reach 60 percent of commercial ECR average revenue per

ece.,

N

A That 1s an estimate on our part that they would

nave to go up this much for this ratio to be 60 percent.

)]

So you tempered the rate increase for nonprofit

£

)
(1
M
n

reducing it from 12 percent to I guess 5.6

t
rv
'

ey ent?

P I totally disagree with the characterization that
we toempered with the rate :ncrease for nonprofit ECR. OQur

~hninte was to apply 5.4 p-roent across the board as much as

ey
.
'

itie except where we “hought the law did not allow us.

When the cogt wis not being covered or when we

~imaght half the mark-up reqguirement was not being met we
p =3 £.4 percens to 1.l tate classes or all subclasses,
in: the resulting rati1o ! revenue per piece between

rnprcfit ECR and commer~iasl ECR was 56 percent.

Again, like [ =3:7, 1t was our determination that

rhe law allows us to prop s« these rates and they would be
lea] under the statutes.

Z Can ycu now 17X at your respense to Valpak 228,
P G

orting Corporation
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A Yes.

Q We asked you about your justification for reducing
percentage increase for nonprofiting. Is that right?

A Yes.

Q At the end of your response there you said the

cy reasons stated in witness Potter’s testimony -- USPS-

. were the basis for the Postal Service’s judgment that

gher rate increase for standard mail and ECR was not
rirable in this case. Is that correct?

A yes That's true.

- vesterday, Mr. Olson of our office as General
vy if he directed you to apply this statute PL -- Public
©A% -- btefsre as you did. I believe that the

~a~vapt will show that he sa:d that he did not

tcally direct that. Would you agree with that

A Mr. Pctter added that the staff economists
“iiink b used the word staff economist, I do not recall

1
b o
+ 4
L)L
O
-
5
4
-
M
vy
.
4
D
u
T
re
1]
3
mn
‘)
'™
|
’a
g}
T

in front of me, but he

o]
S0
=
v
o
o]
D
n
1901
(T
(0]
ot
oy
T
o]
-
b
Q.
0]
4o
V)
=
(mi
3
)
3
cr
V)]
@]
(u
[«
o)
—
b—
<
ot
O
V)]
e}
e}
—
<

It wis not a spec:fic directive. Trust me Mr.

ey never calls me abcut these things. This was a

v51 Airective to a.. of us to increase these rates by

orting Corporation
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5.4 percent and we thought that applying 5.4 percent to

nonprofit ECR in this case it was the application of the

general guideline that was given to us.

I don’t think he directed none of my colleagues on

~he subject.

There was a general direction, though for the

r-ard of governors that you could find an adjustable rate
ir.rease of ©.4 percent and we were all following that
rarticular directtive.
Z T.3 ou make the decision to set the nonprofit ECR
ez 3t what vou di1d based on the language as nearly as
vyt carle?  That was cne of the factors, I'm sure.
Py Wee arplied 5.4 percent to nonprofit ECR. We
irvet Tut i 311 of the razes basically were increased
. That o owoas i anal For the purpose of heeding legal
Iloirvement che ar stute we lonked at the numbers, the
©L. % yernaope rer poe-e and like I said, our
Terpret G370 £ the law, the Posral Service's
‘erataniiny Y the . :w .s that these rates that we
rropeed are el ounier T he statute.
. S wrar owere the cther reasons for deciding not to
(e 1t omore closely v f0 rercent?
A Tiwe- T sard, the cverriding reason was that 5.4
pev et was the dire-t e and we’'re following that. When we
ved 4t vha. yari we winew the ratio was not 60 percent, 1t
phila Tit 41::m, there was a discussion on the subject

Her it ane Reporting Corporation
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and the advice that we

was legal.
That was our
was fair and equitable

exceeding the limit of

got was

concern.

only we

the law

746

that the proposal that we had

As long as the 5.4 percent
showed that we're not

in any place where we were,

we made the exceptions in some cases.

Q So as nearly as practicable is really the only

reason you didn’'t get closer to 60 percent?

A This was fair and equitable application of 5.4
per-ent across the board If we had done 13 percent, that
vould not have been fair. We thought this was legal, then

1% was fair tc apply 5.4 percent to nonprofit ECR also.

. D= ou have an cpinicn as to whether the statute
fas pyivacy ~ver a part:cular Fostal Service policy 1if
mhere’e a conflicr between the TwWO?

A I a2t have an Cpinian. I'm not a lawyer.

C So vou wouldn't know whether a correctional
sratute has

2 I rhink what we would do is we would follow the
Law 1nhooall instances bas.oally.  Postal policy is derived

trom rhe law Fricing w: " n«sses quote the pricing criteria
1 thelr testimony Tiat 12 our major concern. I mean,
bas:izally you know the ¢ l:cy that we make and the rates

1 conflict which cone would you go

Her:tage Reporting Corporation
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wizh?
A Whatever my lawyer tells me.
Q Finally, on this topic would you agree with me
that 1if the Commission were to temper the 5.6 percent
average rate 1increase for commercial ECR that this would

ermit the Commission to also temper the increase for

T3

wonprofiz ECR below 13 percent and still meet the 60 percent

standard set out in Public Law 1063847

A Cne more time, please?

1

Tt the Commission were to temper the commercial

X

t

- rates fe.-w what are currently requested could they then
veiure vhe nonprofit ECR rates to 13 percent and then comply

Tent requirement 1n Public Law 10638472

b

A Torhiink we've answered that. You had

_nTerrooat oy oon o the sub-ert, I do not know exactly which

Well, we asked 1€ ou had left the nonprofit ECR

v
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-1 what woood nagyen to the --
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ssues in any rate picking

Xy Tise mest indg the revennis regulrement. A rate level

witness o4 trvaditicona. rvate rase and in this rate case we

wnew exact.l, now much revernue we needed and what 5.4 would

1! we= had re=duced the percent change for any
Laruey class much below © .4 percent we would not have met

i=r:itage Reporting Corporation
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748
the revenue requirement that we wanted to meet the revenues
that we wantéd of the test vyear.

There are a number of issues that go into
proposing rates and we want to be sure that rates that we

rropose are legal, meet the reguirements of the law, but

T

nere 3 number cf issues where we need to flexibility to do

¢ <rr:lity within the law to apply the law and to come up
©1 rates that are legal and that meet the revenue

v.opliremente oy the past year. Does that answer your
T'm not sure exactly what your guestion was.
. Trp oot gure, either. Well, now I have some

st ilrs oab out the relati:onship between standard regular

-
i

Paniaril ECF omazl culdi vou please refer to your
: R iop o Taz-o0 )
A sperific subpart?

. T tioally, Fart A riaht now.  You can see 1t
oo g 1tegories of erandard mail, all letters.
veeote fuvee {uait, prebarcoded and the other 1s basic ECR.

L See TILuse TWO o - -
7 res
. Wee'vee alking arout letters only.  Part A

Pl oally savs what f vne basic ECR letter rate 1s lower

“rian otne fuioee diait precarceded rate? Do you think the five

e
b
(B4
W
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i
N
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749
rebarcoded mail would move to basic ECR? Now, look
answer to Part A.
At the end of your response you say 1f a mailer of
git automation letter has the density to qualify for

ch is likely then the mailer could gqualify for ECR

Uh-huh.
Can you explain why you believe it to be likely

mailer of five digit automation letters will have the

ot
O
0
)

ualify for ECR?
The goal in this whole exercise 1s to make sure

e automation mail deoes not move to nonautomation

2e2s. That's the gcal.
If the incent:ve 1= there for the mailers to
the automation cateugsry and move 1t to the

mat1on category then that would defeat our automation

in terms of gettina the letters that are delivery

=quenced in the .t and some of them -- they become
one big mail stream rather than being a separate
ream, and a bas:c ETF, they go to that delivery unit.

I'm not an ctfio:1:l, but that was the goal. It 1is
rhat 1f a five diz:t mailer has enough density, 1if

e 15 significanti, ~heaper for basic ECR 1t’s

possible that 1f there’s a density they would move to that
particusar category of mail.

Heritage Reporting Corporatiocn
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Q What 1is the basis for your belief that they’d have
the density?

A I don't know the exact numbers, but the
regquirement for a five digit tray and a basic ECR is not a
whole lot different, at least my recollection of that. It’'s
rossible that if a rate incentive was there, if it was a few
added pieces they can move to basic ECR which is a
TOTIANLCmat1on category.

We would prefer to keep the mail in the automation

Is there any evidence on the record for that

L

'1
D
+

r=_1=f that “hey’re likely tc do that to qualify? You said

: d:dn’t have the numbers, but you believe that they would
e Jikelv to gualify because of theilr density?
A Firaht
Z There’'s no evidence on the record, right, to

A I believe that 1s arccurate.
- Can you tell me whether those pieces that could
ship to EUR are in the reaul sy subclass because they moved

“nere from ECR 1n the last {=w years because the five digit

A Movement of mail from basic ECR to five digit
Ll oOmAas L on?

porting Corporation
21 £28-4888



(o8}

751
A I have not looked at the histcry of standard mail
and ECR in detail, but it is my understanding that some

move from basic ECR, there has been some shift.

=3
o
Yt
-
M
=
n

There has been some shift.

10O

T

Shift from five digit automation, and we would

ke to keep 1t there.

[
3

< Ancther part of the guestion in Part A asks you to
s¥plain the ways in which a mailer of barcoded five digit

~or-ers miant succeed in qualifying for the ECR base rate.

.v anzwe: ©o this part of the guestion simply that if

e e density, they could do so easily?

-~ Wt subpart was that?

N 1w s "ne last part Zf A,

Pt Pt AL rRizht. 1 think one of the primary

vay St re density for the mailer to move from five
R el SR - bas:c ECF given the rate incentives are

Tl 1.3 ¢ they have the density they would move there.

- Aree rieere any o ther sianificant factors other than

2 Tt priTe.

. We-.., the pr:-e, ru. suppose they don’t have the

Tt ot oenill oeasy 2 go to ECR?
A~ Tf rheye's 3 vatter of the density they would not
- S it tw rever possible to qualify for ECR without

Heritaae Reporting Corporation
202 627-4888
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having the required density? If you don’t have the density,
you don‘t have ECR. Okay.

A The difference between five digit automation
category and ECR because you’'re preparing mail for five
digit you have close to that density level for ECR.

Q So just based on density you think it’'s likely
that the standards for five digit automation could qualify

it for ECE?

pel
4

f there are price i1ncentives for the mailers to

move, have the density, they would want to move to a cheaper
Yatse Citeaonr

- Is 1t likely to dc so because they have the
densitny to do osco?

ot If{ they have tlis dens:ity and the rate is cheaper
thes o woiuld want o gual:fy for a cheaper rate.

- Now, lock at tie first part of your answer to Part
A there Tuw oSay 1foo1s rreferable and in parentheses from a
TALL LlOreSSIna polnt ol ¢w %72 have those pieces in five
drair oinstead of basic EF. Are there any other rate
setiing oriteria or ois the marl processing pretty much about

A One cf the gcals ~f rate design is to reflect the
cperating envirconment cf - he Postal Service. I think
they've defined a chanie “ver time. Because of the change

i environment of the Postal Service.

ting Corporation
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I1f Postal Service would like to keep the mail in the
automation mail stream then it 1s our job to propose rates
that would cause it to happen.
That will benefit that particular mail class as
well as all of the other mail classes because the cost of

rrocessing that mail would be lower than it would be

- So mail preparation 1s pretty much the only factor
{ov that than. Is that ccrrect?

pat Ma:l processing 1s an important factor for us. We
to: 1ot o2f o thinag to make surs that mail moves into

clrmatIon mall stream.

we provide 1ncent:ves and discounts to mailers to
treerare tne malloin such i fash on that they become

1T omartion Tompatible and the Tall goes through our system

£l 1Ve =ase comparel t manuwal handling or compared

e

tve waye <f hanaling that mail.

9 = frr thig part: .. d:fference is mail
rroceeszina s hee only fact o

A Jenerally spearini, ' he policy of the Postal
seroice will be to keep tihe- ari o 1n the automation mail

. o yes?
Pt as much as poss:ible.  As much as possible.
That 1z bersuse any of the various rate subclasses you would

Heritages R
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find there are incentives and discounts for preparing the

mail in a fashion that would allow the mail to be processed

by cur machines
2 So you’d say yes, mail processing 1s the only
re=ascn for the difference?

A Is the overall efficiency of processing the mail.

v, And delivering the mail, actually. Not just mail

v: -~==ssing, but delivery would be more efficient also as a
: .t 2f thne mail being in this mail stream.
. Cn gsukpart (b) here to Question 20 1t says 1S
v.. ~-nTern that standard barcoded five digit letters
- ._eave the standard barcoded five digit category and
“he ETE subclass? FPlease explain why the logical
» o move would not te the barccoded ECR basic category
ceezr 78 e ETR cate oy
Ir.ovour response UoU Say the automation rate
poryo1n ETF 1w of limited avarlability, so it 1s not a
dLor e v whion fowe dizit letters would move.  What
coee limaitoar w22 Whem makes 1t of limited availability?
P iryler route mai.ing which 1s automation
v ible 1o oacoepted onlyv o inoa few places around the
: et know wi.i® the percent 1s, but I think 1it’'s
: percent % the fu-1lities would accept the carrier
Lo IUTOMAT TN mall “.:ther they do it manually or they
»ovess the marl an st delivery unit.
izr:*age Reporting Corporation
202! £28-4888
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There aren’t too many of those delivery units that
have the capability or the automation to process that mail.
Generally speaking, the five digit automation mail would end
up 1n a plant where it would be processed with all the other
lecter mail and it would be delivery pocint sequenced over
there.

So the carrier route automation category is sort

£ 3 dying breed in some ways, actually.

o)

C So they have to be destined for DDUs that have DSB
A I was looking for the same name.

. It's like it’'s a three pass?

A Fight. Exactly.

. So that’'s prett much the limitation --

P Exactly. Tha+t s 4 huge limitation, in fact.

MR. MORGAN: we.!l, thank you, Mr. Taufique.

CHAIEMAN OMAS:  Thank you, My. Morgan.

Any other part, wh: wishes to cross-examine Mr.

e

id
P
()

{No response .
CHAIRMAN OMAS: There being none are there any

questicons from the bencil?

CHAIRMAN CMAS: Seems to be none.

Heritage Reporting Corporation
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Mr. Tidwell, would you like some time with your
wlitness?

MR. TIDWELL: Yes, Mr. Chairman.

CHAIRMAN OMAS: Redirect?

MR. TIDWELL: Five minutes.

CHAIRMAN OMAS: Why don‘t we take about a five
minute break. We’ll be back at 2:20.

{(Whereupcn, a short recess was taken.)

CHAIRMAN OMAS: Before we proceed with redirect I

T

tac mcre responses to POIR that I want to add to the
ve--vd today. They are POIR7, Questions 14 and 16.

Witness Taufique, 1f those guestions were asked of

c -4z, would your answers be the same as those you had
cor-ualy provided in o writina?
THE WITNESS: Yes.

CHAIPMAN OMAS: With that, I'm handing the
responges to Mr. Tidwell and your answers to those questions

e reporver and dirvest that they be admitted into

‘The documents referred to
~vere marked for identification
as Exhibit Nos. POIR7,
Questions 14 and 16 and were

received in evidence.)

porting Corporation
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RESPONSE OF WITNESS TAUFIQUE
TO POIR NO. 7, QUESTION 14

14. Please refer to LR-K-115, USPST28Cspreadsheets, sheet SS30 Return Receipts.
The “Electronic™ volume projections are all listed as zero. Endnote number three on this
page explains, “Electronic return receipt volume for 2004 is not available because of the
delayed implementation of the product. No volume projections have been made to the
test year.”

(a) Please describe the implementation status of this service.

(b) Since completing this study, has Electronic Return Receipt volume for 2004 been

made available? If so, please provide the information.

RESPONSE:

a) The electronic option for return receipt service was implemented on September 9,
2004,

b) No volume data for the electronic option were collected for FY 2004. Some FY 2005

data will be provided in response to Question 16 of POIR No. 8.



RESPONSE OF WITNESS TAUFIQUE
TO POIR NO. 7, QUESTION 16

16. Please refer to:LR-K-115, USPST28Cspreadsheets. In sheet “SS-37 Zip Coding,”
the AC #43381 “FY 2004 Revenue” is listed as $322,462, whereas in sheet “SS-13
Correction of Mail. Lists”, the AC #43381 “FY 2004 Revenue” is listed as $107,756.
Please reconcile these figures.

RESPONSE:

The $107,756 revenue should have been used in the revenue calculation in the ZIP
Coding of Mailing Lists workpaper. Therefore, the calculated TYBR revenue for this
service (using 7.2 percent of the correct total revenue of $107,756) should be $7,758

and the TYAR revenue should be $8,146.
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CHAIRMAN OMAS: Now, Mr. Tidwell, do ycu wish to
ect?

MR. TIDWELL: No, Mr. Chairman. I just wish to
an observation. That I think we can all be gratified
Mr. Morgan wrestled the microphone away from Mr. Olson.

CHAIRMAN OMAS: Would you repeat that again?

MR. TIDWELL: I think we should all be grateful

2z
4
r

Moraan wrestled the microphone away from Mr. Olson.

‘l1s2n hai indicated heav, cross for witness Taufique and

-1 his morning session it looked like we were heading

s1% to e;zht hours, but we should all be grateful that

deferyei to 3 colleague w:ith better time management

THATFMAN OMAS: Thank you, Mr. Tidwell. Thank

Mr. Tlson. Thank you, My, Morgan.
M: . Taufigue, tha' ~ompletes your testimony here

ini we apgreclate vour appearance and your

it il t oo oour rescrdl o1, oare now excused.
w.Tress excugsed

CHAIEMAN OMAS: Th:.s concludes today’s hearing.
reconene on Wednesia, morning -- tomorrow -- at
a.m. when we will rereive testimony on the Postal
~= witne~ss’ Hatcher, Tutting, Mayes and Abdirahman.

are~ "he witnesses who will be appearing before us
row.

porting Corporation
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Thank you very much. These hearings are
concluded.
(Whereupon, at 2:23 p.m., the hearing in the
above-entitled matter was recessed, Lo reconvene on

iedinesday, June 29, 2005, at 9:30 a.m.)

Her:tage Reporting Corporation
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